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THE recent volume by Professor J. B. Clark on The Distribu- 
tion of Wealth is an important contribution to the literature 
bearing on the interest question. The author, in no uncertain 
manner, takes sides with those who find the explanation of 
interest in the productive character of capital. “ Zhe power of 
capital to create the product ts, then, the basis of interest.”’* What 
may be called the instinctive or intuitive view of mankind is in 
line with this doctrine; since the inducement to create capital 
in the beginning was its productive efficiency. This same pro- 
ductive efficiency has been the only economic inducement to 
employ capital. Indeed, the surplus product due to capital is 
the only economic justification of the existence of capital; and 
surely the basis of the remuneration of capital must lie in the 
circumstances that afford its justification. But Professor Clark 
has not been content to find merely the Jdasts of interest in pro- 
ductivity. He has industriously sought to establish a formula 
that will quantitatively identify the vate of interest with the 

*P. £25. 
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specific part of the product due to one unit of capital. He also 
presents a correlate formula for wages. 

In order to place the theory fairly before the reader, we 
give the author’s own formulation of it, as follows: 

Let the number of units of labor be measured, in the following figure 
(Fig. 1)," along the line AD. Let them be set working ina series, in con- 
nection with a fixed amount of capital. The product of the first unit of 
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labor, as aided by all the capital, is measured by the rectangle A Bi. What 
the second unit of labor adds to this product is the amount expressed by 
A'B", the next by A" B™, the next by A" B”, and the last by AYC. AC 
measures the effective productivity of any unit of labor in the series, and 
fixes the general rate of pay. If the first unit of labor claims more than the 
amount AC, employers will let it withdraw, and will substitute for it the 
last unit. What they lose by the withdrawal of any one unit in the entire 
force is the amount A’ C, 

A fact of great importance now appears. We may reverse the applica- 
tion of this law, and by so doing get a law of interest. Let the labor be the 


* We have taken the liberty to change the curve of Professor Clark’s diagrams to 
a broken line, in order the more accurately to represent the phenomena. As con- 
sistent with this change, we have replaced the letters of Professor Clark’s text which 
indicate straight lines by others which indicate areas. This does no injustice to the 
author’s exposition. He himself, in a note at page 329, explains the accuracy of the 
broken line representation, adhering to the curve simply for convenience in connec- 
tion with lettering. ‘‘We should have a somewhat cumbersome mode of descrip- 
tion to contend with.” 

For our purpose, that of analyzing the diagrams, it is preferable to use the more 


accurate form. 
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element that is unchanged in amount, and let capital be the one that is sup- 
plied in a succession of increments. 

A B' (Fig. 2) is now the product gained by using one investment of capital 
in connection with the whole working force. A!' B" is the additional product 
that is created by a second increment of capital. A" Bi is the product of 
the third increment, and A'’C is the amount produced by the last. This 
amount, A'’C, fixes the rate of interest. No one of the series of units of 
capital can secure for its owner more than the last one produces. If the owner 
of the first increment asks more than this for the use of it, the entrepreneur 
will relinquish this bit of capital and will put the last unit in its place. What 
he will lose, in the way of product, is measured by the amount A‘C, the 
direct product of the final increment of capital. This expresses the effective 
product of every increment, since it is the amount that would be lost if any 
one of the series were withdrawn.’ 

Professor Clark maintains that the final areas, Ai’ C, of the 
figures will measure or express the actual wages and interest in a 
‘static’ condition of society, and that these are the standards 
toward which the rates are ever tending in a dynamic condition. 

As real as gravitation is the force that draws the actual pay of men foward 
a standard that is set by the final productivity law. This law is universal 
and permanent; everywhere it will outlive the local and changeful influences 
that modify its operation. We are to get what we produce—such is the 
dominant rule of life; and what we are able to produce by means of labor, is 
determined by what a final unit of mere labor can add to the product that 
can be created without its aid. Final productivity governs wages. .... 
The standard of wages thus attained is a static one. So long as the labor 
and the capital continue unchanged in amount, and produce the same things, 
by the same processes, and under an unchanging form of organization, wages 
will continue at the rate that this test establishes. . . . . Every unit of capital 
can secure for its owner what the last unit produces, and it can secure no more. 
The principle of final productivity, in short, acts in two ways, affording a 
theory of wages and of interest.? 

Profits are entirely excluded in a static state, according to 
Professor Clark, and the total product is divided between interest 
and wages, following the law of his formule. The question 
naturally suggests itself, how is provision made for the replace- 
ment of the capital consumed in the industrial process? While 
Professor Clark establishes a distinction between concrete and 
abstract capital, claiming that it is only the former that is 


™ Pp. 181-183. 2 Pp. 180, 181, 187. 
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consumed, it must be remembered that industry is carried on by 

concrete agents, and that it is by the very re-creation of these 
| concrete agents that the fund of abstract capital is maintained ; 
so that the productive process must provide for the rehabilitation 
of the concrete capital. The exposition, to be complete, should 
show that the total product covers this element of consumed 
concrete capital. However, the investigation of Professor 
Clark’s theory is in no wise affected by this consideration. It 
may be taken for granted that the capital must be maintained, 
and that the total area of the diagrams represents the residuum 
after this rehabilitation is provided for. We shall speak of the 
total product, then, as if this element were eliminated, as if the 
net product, so to speak, obtained by deducting the portion 
necessary to replace the capital, were the total product. 

The position of Professor Clark, then, is that the marginal 
product AC (Fig. 1) determines, in a static state, the wages 
of labor; that if, upon the employment of the last unit of labor, 
this product, A'’C, appears, then indeed is A'YC the static rate 
of wages, and the rectangle AC is the total share of wages. 
This rectangle is evidently equal to as many times the marginal 
product as there are units of labor employed. This area, AC, 
represents what Professor Clark calls the virtual product* of labor ; 
and in a static state it measures the wages of labor, and ina 
dynamic state it is the standard toward which the wages are ever 
tending. 

From Fig. 2, the capital diagram, we find in like manner that 
the rectangle AC is the virtual product of capital, and is like- 
wise the standard toward which interest is ever tending, which 
standard is realized in a static state. It is plain that the total 
areas of the two diagrams are equal, since each one represents 
the product of the total forces of both capital and labor. For 
the validity of professor Clark’s formule, it is necessary, more- 
over, that the two rectangles, AC of the labor diagram and AC 
of the capital diagram, have together the total area of either 


*P. 55. “ The theory of catallactics has to prove that the income of the one class 
that labors and that of the other which furnishes capital is, in each case, its virtual 


product.” 
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diagram ; that is, that AC of the labor diagram, be equal to the 
broken area lying above EC of the capital diagram, and likewise 
that AC of the capital diagram be equal to the broken area lying 
above EC of the labor diagram. It was incumbent on Professor 
Clark, in substantiation of his theory, to show that these equalities 
hold. He seems to take it for granted that this is the case, as 
he nowhere undertakes a proof.t There is certainly no @ prior 
consideration to establish the equality of these areas. 

A¥C (Fig. 1) is an excess product; it is not even the actual’ | 
product of the last unit of labor working in connection with its quota | 
of capital. This last unit creates a product greater than A'YC, as 
Professor Clark himself distinctly states.2 The point is that) 
while the final unit of labor is just as efficient as any other unit, 
the distribution of the capital over a larger working force} 
reduces the efficiency of every unit of labor. Instead of AB' 
now representing the efficiency of the first unit of labor, and 
A‘B" the second unit, and so on, the entire figure must be divided 
by five, and the quotient will represent the efficiency of any of 
the five units of labor, each working with one fifth of the entire 
capital. A'’C simply represents the zncrease of efficiency shown by 
five units of labor working with five units of capital beyond that 
shown by four units of labor working with the same five units 
of capital. It is, indeed, the excess product realized upon 
employing the final unit of labor, and this is its sole principle of 
association with that final unit. The same is true, of course, 
in the case of the marginal product of capital, represented in 
Fig. 2. But what is the @ priori evidence, from these circum- 
stances, that these two “virtual products” are together equal to 
the total product? Professor Clark does not vouchsafe to reply 
to this question beyond what is presently to be spoken of. 

It is our task at present to show that there is a disparity 
between the areas which Professor Clark assumes to be equal. In 


* At page 330 Professor Clark makes a statement on this point which he seems to 
regard as a proof. We shall have to notice this statement in another connection. 

? P. 323. “ The essential fact is that the new working force and the old one share 
alike in the use of the whole capital, and with its aid they ow create equal amounts 
of product.” See also p. 176. 
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setting out upon this task, it is desirable to have the conditions 
of the problem clearly before us. We start with a definite 
quantity of capital and a definite force of labor, which, for con- 
venience of illustration, we divide into five units in each case. 
First, we take the case of the entire capital working with one 
unit of labor, and a certain product is the result, 
am a _ which is represented by the rectangle AB' 
ME---t--aMi (Fig. 3). 





N ) Bi Now, two units of labor working with this 
same capital will create a product not twice as 
great as this first rectangle, generally speaking, 
but a product somewhat less than a double one, 
say the rectangle A M'. How much greater is 
this rectangle than A B'? Evidently, if the small 














A A’ Aji rectangle N M' is equal to M B\, we have the 
Fic. 3. difference between the two products represented 
(Labor Diagram-) by ABH That is, the second unit of labor 
working with one half the capital creates not the product A! B4, 
but the product A'M'; and the first unit of labor creates no 
more, since its efficiency is reduced by sharing the capital with 
the second unit. The two units together create a product in 
excess of A B', that is, in excess of the original product of one 
unit of labor working with the entire supply of capital, by the 
rectangle A'B". By continuing this process we build up Fig. 1 
(page 162) as a complete labor diagram, the final rectangle AC, 
representing the excess product created by 5C and 5L'; that is, 
representing the difference between the total product of 5C and 
cL, or the total area of the diagram, and what had been the total 
product of 5C and 4L before the last unit of labor entered the 
combination. 

Likewise we may build up the capital diagram. That is, we 
may put the whole labor force to work with one unit of capital, 
and then add successively the remaining units of capital. At 
this point the crucial part of the theory presents itself. Let us 
ask, before setting down a single division of this capital diagram, 


*5 C meaning five units of capital; 5 L, five units of Jabor. 





















FORMULA OF WAGES AND INTEREST 167 


what we know of it, a priori. Evidently we cannot say before- 
hand that the first division will equal the first division of the 
labor diagram, as we have an entirely new combination of operat- 
ing forces to deal with. In the case of the labor diagram we 
started with 5C and 1L. Now we start with 5L and 1C. What 
will be the size of this first division ?- We do not know beforehand 
— that is to say, we cannot infer anything from any of the cir- 
cumstances of the labor diagram. We can know only by actual 
experiment. If this is true in the case of the working combina- 
tion 5C+1L it is also true of 5C + 2L, and 5C + 3L, and 5C+ 
4L. Do we know what will be the result with 5C+ 5L? Yes, 
we do know this result, for we had the same combination in con- 
structing the labor diagram. This combination represents the 
total force of both capital and labor, and the total area of the 
capital diagram will equal the total area of the labor diagram. 
And this is all the definite knowledge we have, a priori, of this 
capital diagram. We know the area of the complete diagram. 
This area may be represented by the rectangle AC’ (Fig. 4). 
Of course, the figure must be reconstructed into a diagram repre- 
senting diminishing returns, as in the case of the labor diagram, 
since the total labor force working with two units of capital will, 
generally speaking, accomplish some- 
what less than twice the result achieved 
by this same labor force working with 
one unit of capital; and soon, downto m 





reconstruct this figure. 


| 

I 

. . 
the last unit of capital. We must then 
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But what shall be the size of the 








various divisions? Actual experiment, 





of course, will tell us; but we know A A’ Al Al AW D 
beforehand only that the total area FIG. 4. 

must be the same as that of the large scetaiiadieanes 
rectangle AC’. In how many ways can we construct this figure 
so as to satisfy this single condition ? In aninfinite number. For 
instance, we may extend the first division above the line M Ci, 


as far as the last division falls short of the same line. If we 
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construct divisions two and four likewise, we shall have a figure, 
bounded on the upper side by a broken dotted line, with the 
same area as the large rectangle AC’. This is one of an infinite 
number of forms that the capital diagram may assume, and 
satisfy the only @ priort condition, namely, that the entire area 


shall equal that of the labor diagram. The final division, AC, 


may be varied at will (of course, within certain limits); but to 
be available for Professor Clark’s theory, this final division must 
be a definite magnitude—that is, it must be such a magnitude 
that, when multiplied by the number of capital units, the area 
thus obtained shall, with the labor rectangle A C equal the entire 
area of either diagram. Professor Clark nowhere undertakes to 
show that this final division of the capital diagram will be sucha 
magnitude, and as the only a priori condition is satisfied by any 
one of an infinite number of magnitudes, this neglect is fatal to 
the validity of his formule. 

Great stress is laid in Professor Clark’s volume on the inde- 
pendence of the two shares, interest and wages. For instance: 

This point is of much consequence. The question at issue is nothing 
less than whether any static income is determined residually. Clearly it is 
never so determined. No static income is what it is merely because the 
deducting of another income from the social product leaves a remainder.’ 

The two diagrams are, indeed, independent expedients that 
yield certain results. If the formule were valid, that is, if the 
the two actual products thus ascertained would tally with the 
entire product, the methods would be both adequate and inde- 
pendent. The two processes of arriving at the two virtual 
products are surely independent; and, if the results thus 
obtained, if the areas of the two rectangles A C were together 
equal to the total, the adequacy and the independence would 
both be established. 

As a matter of fact, the second share can be ascertained 
residually. We have the entire product, and if we determine 
one share by the diagram method, for instance, if we determine 
the share of labor to be AC (Fig. 1), then, as the entire figure 


™P. 202. 
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represents the sum of the two shares, the difference between 
the total area and the area of AC must be the share of capital. 
This share is thus ascertained residually. This residual share 
may be divided by the number of units of capital, and a result 
obtained which may be called the virtual product of the final 
unit of capital. Thus determined, however, it is not an inde- 
pendent share. To be independent, we must be able to find it 
quite apart from the labor diagram. A certain magnitude zs 
found by means of Professor Clark’s capital diagram, but he 
fails to show that this magnitude is the same as the one deter- 
mined residually, and this omission constitutes the fatal hiatus 
in his argument. 

Grant for a moment that it is possible to establish the 
equality of these two magnitudes. Let us see where such a con- 
cession leads. It means, first of all, that the marginal product 
of capital is given by the labor diagram. Now, if we deduct 
this marginal product from the entire product, there remains the 


product that represents the efficiency of 5L+4C. This isa. 


remarkable result. The labor diagram, in each of its sections 
and combinations of sections, represents the efficiency of 5 C, 
working with a varying labor schedule.. From such combina- 
tions of labor and capital, always involving 5 C, we can deduce 
the efficiency of a combination involving 4C. That is, from the 
product of the combination 5C+5 L we may compute the 
product of 4C+5L. This latter product will be represented 
by that part of the capital diagram (Fig. 2) which remains after 
cutting off A‘ C, the final division. 

If we can deduce the result of the combination 4C+5L 
from that of 5 C+5L, we may’readily drop the units of capital, 
one by one, and get successively the results of the combinations 
3C+5L,2C+5L,1C+5L; and thus we shall be enabled to 
construct the capital diagram entire, only in the reverse order, 
if we have given the labor diagram.’ 


* Some curious results follow from a legitimate manipulation of the assumption 
that the marginal division of one diagram must tally with that determined residually. 
For instance, if we start with the labor diagram which represents the product 5 C+- 
5 L, our assumption gives us the product of 4C-++-5L. Now alternating from capital 
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According to Professor Clark’s exposition, we may have dis- 
tinct static states without number, the varying circumstances 
having reference to diverse rates of interest and wages, and to 
differences in population or capital. Also the unit of capital, 
and that of labor are not restricted to any specific magnitudes." 
It is quite possible that among these infinite sets of combina- 
tions, there may be one that will fit into the requirements of the 
formula —that is, a case in which the final division of the 
capital diagram will have by actual experiment the magnitude 
which is its @ priori requirement. But to establish Professor 
Clark’s theory, this must be the case in every set of circum- 
stances, 

Let us apply the test of a varying labor force. Suppose with 
an additional unit of labor we have an excess product, DD! 
(Fig. 5). Then, if Professor Clark’s theory is to hold, the 
final increment of the correlate capital diagram must, of course, 
conform to this change in the labor diagram. The virtual 
product of labor is now six times DD‘. That of capita’ 
must be the remainder of the total. The portion of the figure 
above the dotted line, E' D', will represent this remainder. The 
marginal product of capital must be the quotient obtained by 
dividing this remainder by the number of units of capital. But, 
as before, the capital diagram, constructed independently, has 
but one @ friort condition, and that concerns the total area. The 
marginal division may be any one of an infinite number of 
to labor diagrams, we can get, successively, the products of 4C-+4 L, 3 C+4 L, 3 C+ 
3L,2C+4+3L,2C+2L,1C+2L,1C+1L. At this point we have a single division 
wholly attributable to capital, or wholly attributable to labor, according to the dia- 
gram that represents it. If it be represented by a labor diagram, the correlate capital 
diagram vanishes, which would mean that if laber should come on the scene first, in 
which case the combination would appropriately be represented by 1L+1(C, no 
product would result. Likewise, if we represent tie efficiency of the single units 


1 L+1C by a capital diagram, the correlate labor diagram (combination 1 C-++1 L) 
vanishes, and this combination would be barren. 


*P. 23. “At one time there is one standard of value, wages and interest set by 
static forces. .... At a later time it will be found that the standards themselves 
have undergone a change.” P. 174. “ We will let a thousand workers constitute each 
increment of labor.” 
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magnitudes, but Professor Clark’s theory demands that the one 
possibility out of an infinite number must happen also in this 
case. Likewise this must happen each time we add a unit of 
labor. As the increments of product continually diminish, we 
may suppose that there is such a surplus of labor that eventually 
there will be no increment. This 

is a permissible supposition, theo- B ——Bi 
retically, since the conditions of 
the organization of industry may 
be such that eventually the total 

















product can not be increased by 

an additional unit of labor. As — 

we are discussing a question of E c 

material product, and not one of E'L-4j---}--j_---1--,D! 
. ' 

wages, the latter question need ; 








A Alv D 


not embarrass us at this point. . 
ric. §. 


Suppose, then, the final division (eben Dlageens.) 
of the labor diagram is zero in 
area. This means that the total virtual product of labor is zero, 
and the labor diagram terminates in a straight line, indicating 
no area. 

What must be the character of the correlate capital diagram ? 
Since no product is attributable to labor, the whole product must 
be imputed to capital, and the 























| | final division of the capital 
| diagram must be as great as 

| any other division, and the 

A D capital diagram will be a series 
Fic. 6. of equal rectangles (Fig. 6). 


(Capital Diagram.) ° ° : 
The significance of this 


diagram is that the doctrine of diminishing returns is eliminated. 
The excess product of the final unit of capital is the same as 
that of any prior unit. Will actual experiment ratify this show- 
ing? If we set the entire labor force to work, and apply the 
capital, unit by unit, our diagram will show varying returns. It 
is quite possible that the diagram will show increasing returns 
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in the initial stages, but, as unit after unit of capital is added, 


eventually diminishing returns will be the law, and we will build 


up a diagram like Fig. 7." ‘ 
The only relation that this diagram has to the correlate labor 
diagram lies in its superficial equivalence. It is evident that 
pumps when the whole force of capi- 
tal and labor is at work again, 
the result achieved in the 
former case, by the same 
€ aggregate force, will be dupli- 
L , cated.2 That is, the total 


Av! D i 
a Fic. 7. area of the complete capital 











(Capital Diagram.) diagram is equal to the total 
area of the complete labor diagram. 

Let us see if Fig. 7, with its varying returns, may be manipu- 
lated so as to furnish the virtual product required by Professor 
Clark’s formula. Perhaps the marginal area A“ C is the average 
area of the various divisions, and consequently the final product, 
taken as many times as there are units of capital, would tally with 
the total product. We will discuss, presently, this admissible case 
of increasing, followed by diminishing, returns from another 
standpoint. It need only be said at present that to postulate 
the final division of the capital diagram as an average division is 
to postulate one out of an infinite number of possibilities, any 

‘This law of increasing, followed by diminishing, returns is approved by Pro- 
fessor Clark, p. 163: “It is, of course, true that, if two men can combine their labors 
so as to assist each other in essential ways, such a diminution of their specific produc- 
tivity may not appear. Two men may make possible a rudimentary organization of 
labor ; and this is a new influence, of which a full study must take account. ....A 
third, a fourth, and a fifth man might contribute to the perfection of the organization, 
and so hold somewhat in abeyance the law of diminishing returns that we have cited ; 
but in the end the law would assert itself.” 

?It is true that diverse organizations of the same aggregate labor and capital 
would achieve diverse aggregate results, but, in this discussion, we assume the most 
efficient organization in every case, so that organization does not change unless the 
factors of industry, labor and capital, change in amounts, one or both. A new com- 
bination of labor and capital, such as 4C + 5L, varying from any combination involv- 
ing 5C, would call for a special organization, and its efficiency would be known from 
trial only. 
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one of which is compatible with the only a priori condition of the 
problem, namely, that the total area shall be a specific mag- 
nitude. 

If the objection be made that the efficiency of a marginal 
unit of labor can never vanish, however numerous the units may 
be, the reply is always that the marginal product does not repre- 
sent the actual product of the marginal unit. The marginal unit 
actually produces as much as any other unit. The marginal 
product expresses the difference between the efficiency of the 
total capital working with the total labor force, on the one hand, 
and the efficiency of these same forces diminished by one unit 
of labor. A specific quantity of capital may easily be conceived 
to have reached its maximum efficiency with a certain quantity 
of labor, the efficiency diminishing with either a decrease or an 
increase of labor. 

But let the objection stand fora moment. Let it be con- 
ceded that with a definite quantity of capital, the efficiency will 
continually increase with additional labor, so that the final divi- 
sion of the labor diagram shall remain a finite magnitude. 
Instead of increasing the labor force, we shall diminish it and 
shall show that we have the same predicament of a zero margi- 
nal product to face. Let us reduce the labor by one unit. The 
product of 5C-+4L, as shown by Fig. 1, is evidently the sum 
of the first four rectangles. One by one, dispense with all but 
one unit of labor, and we have the product of 5C+1L repre- 
sented by the rectangle ABi, the first division of the diagram. 
According to the formula, this product must be imputed wholly 
to labor.’ This first division, A B’, may be taken as a complete 
labor diagram, representing the product of five units of capital 


*The whole product must be imputed to labor, because the single unit of labor is 
the final as well as the initial unit. The product, then, appears in its entirety upon 
the employment of this final unit. Professor Clark notices this case at page 195: 
“When there was available only a piece of land, with no labor to till it, the product 
was mii. When one unit of labor combined itself with the land, the product was 
A B'; and in this form of statement we impute the whole product to the labor... . . 





In the case of the first increment of labor, we might, by different dialectics, attribute 
the whole product to the land. Labor by itself creates nothing, and the addition of 
the land brings the whole product into existence.” 
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and one unit of labor, the five units in the one case, and the 
one unit in the other, being the total force. AB‘, being the 
marginal product as well as the tota! product, must be attributed 
wholly tolabor. Now, if the whole product is the virtual prod- 
uct of labor, it follows necessarily that the virtual product of 
capital is zero, and the correlate capital diagram must show this 
result by terminating in a division of no magnitude. 

How may this predicament be met? It may be said that the 
one unit of labor which creates the initial product is an arbi- 
trary unit, say, of 1000 men, that the initial division of the labor 
diagram represents indeed the total product of this body of men ; 
but if analyzed, this product will show diminishing returns, so 
that the whole product is not strictly attributable to labor. Con- 
venience of statement precludes the analysis of the labor force 
into minute units, and we must start in our illustration with a 
total product apparently attributable wholly to labor, but which, 
by further analysis, would prove partially imputable to capital. 
Grant that this is so. Then let us analyze this first unit. 
Decompose it into its individual constituents. However small 
we take the unit, we shall begin with this unit, and let it work 
with the total supply of capital. By the diagram method, the 
product of this combination is attributable wholly to labor— is 
labor’s virtual product, and consequently the virtual product of 
capital is #7; so that the correlate capital diagram, in this case, 
must show a final division of no area. 

Attention has been called to the circumstances that for a 
time occasion increasing returns. Let us revert to this case. 

We start with a large supply of capital and draft the labor 
force so that the second unit will show a marginal product 
superior to the first unit. A still larger return comes with the 
third unit. Let us say that this increase of marginal product will 
be the law up to the fifth unit. Our labor diagram will build up 
just the reverse of Fig. 1, say like Fig. 8. 

If we terminate the diagram with this fifth division, we have 
the result of the combination of capital with five units of labor. 


*Pp. 171, 172. 











ain 


* =. 








FORMULA OF WAGES AND INTEREST 175 


Suppose the five units of labor are the total force. Then we 
have a complete labor diagram, and we have to determine the 
virtual product by Professor Clark’s formula. Evidently, in this 
case, the virtual product of the five units of labor is represented 
by the rectangle, AC, and is greater than the total actual prod- 
uct by an amount represented by the 














area above the broken line. What ce a ee - 
becomes of the virtual product of capi- , 

tal in this case? If we determine it BI 

independently, we shall begin with the 

total labor force,,adding one unit of A AY D 


Fic. 8. 


capital at a time, and obtain a margi- é' 
(Labor Diagram.) 


nal product, which will be at least as 

great as zero. If actually zero, the disparity between the sum 
of the two virtual products thus determined and the total actual 
product is the area above the broken line of the figure. If the 
marginal product of the capital be found greater than zero the 
disparity between the areas that should be equal is still greater. 

Let us now determine the virtual product of capital by the 
residual method. The remainder of the area representing the 
total actual product, after deducting the rectangle AC, the 
virtual product of labor, is the area lying above the broken line 
considered negatively. This would give the marginal product 
of capital, by the residual method, a magnitude less than 
ze70.” 

This paramount question of the equivalence of the two 
rectangles AC of Fig. 1 and Fig. 2,0n the one hand, and the 
whole of either figure, on the other, has, as we have said, been 
practically ignored in Professor Clark’s exposition. We have 

*It may be argued, and justly, that such a result is not necessarily inconsistent, 
since one can conceive of such an adjustment of capital and labor that the reorganiza- 
tion, occasioned by the addition of a unit to the labor force, would result in a product 
less than the tormer product. This would involve a marginal product negative in char- 
acter. While this is true, it would not establish the validity of Professor Clark’s 
formule, unless the negative magnitude were just such as would appear by using the 
process of the residual method. Besides, the negative marginal products are within 


the bounds of possibility for both capital and labor at the same time. This will be 
made clear in the text, as we discuss the problem from a different standpoint. 
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alluded to a statement in his volume on this point which has the 
form of a demonstration. It runs as follows: 

Now, in Fig. 1, E BC is all that is left of the entire product that is not 
produced by labor. If AE CD, of the second figure, is as large as E BC, of 
the first, this amount, E BC, is the product of capital; since the rectangle 
AEC Dis certainly the product of capital. We know that, by our hypoth- 
esis of perfect competition and a complete static adjustment, there is no 
profit realized by the entrepreneur, as such; and the figure ABCD cannot 
contain more than wages and interest. The amount E BC is, therefore, not 
larger than is AECD of the second, and all of EBC is the product of 
capital. 

This proof, of course, rests upon the assumption that the 
two rectangular areas AECD of the two diagrams, taken 
together, are equal to the total area of either diagram. Under 
this assumption the result is a case of simple subtraction as fol- 
lows: AECD (Fig. 1) +AECD (Fig. 2) =AECD (Fig. 1) 
+EBC (Fig. 1). Subtracting AECD ( Fig. 1) from both 
sides of this equation, we have AECD (Fig. 2) =EBC 
(Fig. 1), the equality sought to be established. However, the 
second equation depends upon the first, so that if we have suc- 
ceeded in discrediting the one, the sole support of the second 
disappears. 

In the foregoing discussion the attempt has been to show 
that there is no ground for assuming that the sum of the virtual 


products of capital and labor, as independently determined by 


the diagram method, tallies with the total product, which is repre- 
sented by the total area of either diagram. It remains to show 
that these virtual products, as thus determined, will vary with 
the magnitudes taken to represent the unit of capital and the unit 
of labor. There is nothing in the circumstances of the problem 
that suggests units of any specific magnitudes, and certainly 
Professor Clark has not stipulated that the unit of capital, or 
that of labor, shall be of a special size. He distinctly states the 
contrary. 

And whether we take a single man or a body of men as the unit of labor, 
any unit can get, as pay, what the last one would produce, if the forces were 
set working in this way." 


°'P. 882. 
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We may put this statement to a ready and simple test. Let 
us, for convenience, take an even number of units, say six, to 
represent the labor force. Our labor diagram then will take the 
form of Fig. 9. 

Let us see what the result would be, if we halve the magni- 
tude of the unit of labor, thus B 
doubling the number, without 
changing the total force. In this r— 
case unit one becomes one and 
two, and so on down to unit six, 
which becomes eleven and twelve. 
With ten units of labor employed 




















the product is the same evidently A AV AVAXD 
as when five of the double magni- Fic. ¢. 

tude were employed —that is, we ae ee 

would have the product ABBY A’. We will test the statement 
of Professor Clark with units eleven and twelve, although it 
could be tested as effectually at any other point. When units 
eleven and twelve were a single unit six, the marginal product 
was the rectangle AYC; but with our new schedule of units 
the marginal product depends on just half of the former 
unit six, namely, the unit twelve. Unit eleven brings a margi- 
nal product, and unit twelve brings a distinct marginal product ; 
and, coming into the combination later than number eleven, 
its marginal product, according to the law of diminishing 
returns, will be less than that of eleven. What will be the rela- 
tion of these two marginal products to that of former unit six— 
that is, to the rectangle, AYC? Evidently the sum of these two 
margins will be AYC; but the marginal product of unit eleven 
being greater than that of unit twelve, the former will be greater 
than one half of AvC, and the latter will be less by the same 
amount. That is, the marginal product of unit eleven will be 
something like the rectangle AY B“, and that of unit twelve 
like A*'Ci, The law of diminishing returns necessitates this 
discrimination in their magnitudes. 

Now, what is the virtual product of labor, as determined by 
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our modified diagram? Evidently, the rectangle A* C‘ multiplied 
by 12. But this gives a less result than AYC multiplied by 6, 
since AYC is more than twice A*'C’, while 12 is just twice 6. It 
is plain, then, that diminishing the magnitude of the unit 
diminishes the virtual product of labor. The same thing is 
true in the case of capital. So we have by the law of Pro- 
fessor Clark’s formulz virtual products constantly diminishing 
with the size of the units taken." Let us proceed with the divi- 
sion of the unit indefinitely. It is easily conceivable that we 
may arrive at a point in the halving process, where the second 
half of the terminal unit will give a negative marginal product, 
the first half giving a product greater than the entire unit, owing 
to circumstances of organization of capital and labor over the 
whole field. We thus have the case referred to in note I» 
page 175. 

Now, instead of diminishing, let us increase the magnitude 
of the unit, by combining two units into one. Referring to Fig. 
g, let us suppose that units five and six are consolidated into a 
single unit. In this case the marginal product of units five and 
six will be the sum of the rectangles A’ BY and AYC. But this 
sum is greater than twice AC, the former marginal area. The 
number of the units being just half, the virtual product, under 
this schedule, will be greater than that under the original 
schedule. This marginal product may be increased at will, by 


proceeding with the consolidation of the units. The same will 


be true in the case of capital ; and finally, if we consolidate all 
the units of labor into a single unit, and those of capital into a 
single unit, we shall have virtual products each of which is the 
entire product.? 

* Professor Clark, in note at page 195, analyzes the initial unit of labor, and takes 
notice of this very contingency of a diminishing virtual product, but fails to realize 
the significance of it. He says: “Again, by subdividing the one unit of labor into a 
series of smaller units, we might attribute the product partly to the labor and partly 


to the land.” 


?It is evident that by a proper manipulation of the units, we can create a schedule 
of virtual products, the sums of the sets constituting a descending scale, the maximum 
sum being twice the area of either diagram, and the minimum at or below zero. This 
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II. 


The marginal products represented by the final divisions of 
Figs. I and 2, are designated by Professor Clark as specific or vir- 
tual products. In each case it is the virtual product of one unit ; 
and in each case the total virtual product is this marginal prod- 
uct multiplied by the number of units at work. The rec- 
tangles AC of the two diagrams represent respectively the 
total virtual product of labor and the total virtual product of 
capital. 

Let us inquire into the logic of this nomenclature, “ virtual 
product.” Why is this final area taken to represent the virtual 
technical product of every unit of labor? In what way is this 
area associated with one labor unit ? t is, confessedly, not the 
actual product of the final unit of labor, as all units have equalized 
efficiency. It is not the actual product of the last unit employed, 
in conjunction with its quota of capital. As has already been 
pointed out, this final area represents an excess product, not an 
actual product due directly to any specific combination of labor 
and capital. Itis the excess result of 5C+5L, over what had been 
accomplished by 5C+4L. Here is, indeed, an indirect associa- 
tion with one unit of labor, since 5C + 5L varies from 5C+ 4L 
by 1L, ene unit of labor. Is, then, this marginal product, this 
excess product, the virtual product, because of this indirect 
association ? But, by a similar expedient, we can associate the 
Jirst division of the labor diagram, or any given division, with one 
unit of labor. For instance, the last four divisions of the diagram 
represent the difference between the result of the combination 
5C+ 5L, the total product, and the result of 5C+1L; the latter 


schedule will include a set that will give the sum demanded by Professor Clark’s for- 
mulz. Indeed, with any specific marginal product on the part of either capital or 
labor we can, by the proper manipulation of the units of the other factor, obtain the 
requisite marginal product. This would be a practical problem, and could be solved 
only by actual experiment. There would be a brace of difficulties that would prob- 
ably discourage the attempt, however. (1) It would be necessary that society should 
tender the use of her capital and labor for the experiment; and (2) if absolute mathe- 
matical accuracy were required, it would necessitate an infinite number of experiments. 
In the realm of theory, however, all such difficulties vanish. 


_— 
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combination being the initial one that created the product repre- 
sented by A Bi. Since 5C + 1L differs from 5C+ 5L by 4L, we 
can associate 4L with the last four divisions of the diagram, thus 
leaving 1L to the first division. Or we may associate the 1L 
more immediately with the first rectangle of the figure by con- 
sidering that this first rectangle is the initial marginal prod- 
uct. It is the product realized upon setting to work the first 
unit of labor. It is the result of the combination 5C+1L. 
Now 5C, the capital alone, can create no product. 5C+1L 
creates the product AB‘. But 5C+1L differs from 5C by 1L; 
hence we may associate 1L with the first division of the figure. 
Again, the marginal product AC is an excess product that 
appears when the last unit of labor is set working, as the author 
explains. The initial product A B' is a residual product that 
remains when all but one unit of labor is dispensed with. So we 
have an indirect association of one unit of labor with the first 
division of the diagram as well as with the final division. 
Similarly, we could associate a unit of labor with any division. 

Of course it will be said that it is absurd to call the first 
division of the diagram the virtual product of one unit of labor, 
as that would make the total virtual product of labor exceed the 
entire product. So let us examine the diagram showing increas- 
ing returns, p.175. Shall we call the final area here the virtual 
product of one unit of labor? It is the marginal product, in 
the orthodox sense, that is to say, the final marginal excess 
product. But that would give to labor a total virtual product 
greater than the total actual product. It would be less absurd 
in this case to let the initial area represent the virtual product 
of a unit of labor. 

Why, again, should we take either division to represent the 
virtual product? Is there any direct association of either of 
these divisions with one unit of labor, disengaged from capital ? 
Not if we confine our study to mechanical, or material, products. 
There zs an association, a very direct association, if either of 
these areas represents the wages of one unit of labor. In 
this case we may, indeed, call this area, AC (Fig. 1), the 
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virtual product of one unit of labor. It measures, or rather it zs, 
the wages of one unit of labor. Labor is entirely disengaged 
from capital in this area, if we regard the area as a value 
product. It is the virtual technical product of one unit of labor, 
because it is the remuneration of one unit of labor. It is the 
virtual product because it is the value product. 

Perhaps this view will be more convincing if we embrace the 
correlate virtual product in the same statement. We have seen 
that we cannot take both marginal products simultaneously to 
represent the two virtual products. Their sum does not tally 
with the total product. If in any instance the marginal product 
of labor be taken as the virtual product of one unit, the virtual 
product of capital must, in that case, be determined residually ; 
so that the virtual product of capital, from the mechanical side, 
would have no definite relation whatever to a unit of capital. 
We are absolutely obliged to seek this association from the 
value side. The residual area EBB‘C must be the virtual 
product of capital if the remainder of the area AC be taken as 
the virtual product of labor. But EBB'C has no definite 
quantitative relation, from the mechanical side, to one unit of 
capital, direct or indirect; yet if AC is the wages of labor, then 
E B BiC must be the remuneration of capital, and it is the virtual 
product of capital because, and only because, it is the value 
product of capital. 

It is evident that the converse is true also. That is, if the 
rectangle AC (Fig. 2) be taken as the virtual product of capi- 
tal, then must the residual area EB BiC (Fig. 2), and not the 
area AC of Fig. 1, be taken as the virtual product of labor. The 
virtual products are so called because they are value products. 
This is the logic of the nomenclature, and this nomenclature 
may stand whatever the interest and wages may be and whether 
profits are an element of the division or not. Virtual products 
are value products and must be proportional to the wages, inter- 
est, etc. That is to say, if we identify virtual products with the 
products that represent the rewards of the various factors of 
industry, then this must be the principle of the identification. 
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Ill. 


An important circumstance in the relation of capital and 
labor confers a permanent and significant advantage upon the 
latter. This is the circumstance that the unit of labor, the ulti- 
mate unit, is an individual man; while that of capital is imper- 
sonal. The advantage gained here is due to the fact that the 
laborer is personally interested in the rate of wages, that is, the 
pay to the individual, and he has no personal interest in the 
gross amount of wages paid to the whole body of laborers. On 
the other hand, the capitalist, who may own an indefinite num- 
ber of units of capital, has a personal interest in the gross 
remuneration to capital, as well as in the rate, or the quantity 
paid per unit. So 5 per cent. of $50,000 is $2500, while 4 per 
cent. of $100,000 is $4000. The capitalist would prefer the 
investment of $100,000 at the lower rate to a restricted invest- 
ment at the higher rate. Hence he is personally interested in 


the expansion of his capital, even at the expense of a diminish- 


ing rate. 
iY. 

The theory of Professor Clark is that a static state sets the 
standard of interest and wages. Let us see whether a “static 
state’”’ can effect any change in interest and wages. Of course, 
this will depend on definitions. What is a static state ? Professor 
Clark expresses his conception of a static state perhaps as 
succinctly and clearly as anywhere in the following passage: 

What would be the rate of wages if labor and capital were to remain 
fixed in quantity, if improvements in the mode of production were to stop, if 
the consolidating of capital were to cease, and if the wants of consumers 
were never to alter? The question assumes, of course, that industry shall go on, 
and that, notwithstanding a paralysis of the forces of progress, wealth shall 
continue to be created under the influence of a perfectly unobstructed com- 
petition. The values and the rates of wages and interest which, under such 
conditions, would prevail, are those to which, in spite of all disturbances that 
progress occasions, the rates in the actual market tend, at any one time, to 
conform.* 


* Preface, pp. vi, vii. 
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The essential elements of this conception of a static state 
are: (1) stability of labor ; (2) stability of capital; (3) stability 
of modes of production; (4) stability of organization of capital ; 
(5) stability of consumers’ wants; (6) unobstructed competi- 
tion. It is (6) of this schedule that invites controversy. Why 
should unobstructed competition, or competition under any 
qualification, characterize a static state ? 

If we examine the various passages in Professor Clark’s text 
on this head, we find some confusion. For instance: ‘In 
that static condition in which competition would produce its full 


ey 


effects and bring wages to a natural standard, etc. Elsewhere, 
the competition seems to keep the wages and interest at the 
proper standard, as well as to bring them there: ‘‘ With an ideally 
complete and free competitive system, each unit of labor can 
get, etc.’’? But this competition that continues after the static 
standards are realized is such a ‘‘perfect competition” that it 
ceases to manifest itself. It is described as not being competi- 
tion at all: ‘“‘A natural price is a competitive price. It can be 
realized only where competition goes on in ideal perfection — 
and that is nowhere.”3 That is to say, perfect competition 
ceases to be competition.* But whether it is proper to identify 
the two conceptions, “perfect competition” and “no competi- 
tion,” is not specially important for our purpose. The important 
thing to note is that there are actually two types, or degrees, of 
static state, namely, one in which imperfect competition pre- 
vails, and a second blessed with perfect competition, the latter 
being the period after the standards of wages and interest have 
been attained; the former being the period that witnesses the 
struggle to reach those standards. 

The two kinds 6f competition may perhaps be better described 

*P. 95. *P. 179. 3P. 77. 

4The confusion arises from confounding liberty of competition with the actual 
exercise of the privilege. One would hardly commit this error in ordinary relations. 
The privilege to dissipate would hardly be considered equivalent to the practice. 
Professor Clark explains that the absence of a motive for competition would lead to 


its extinction. Possibly, but that would hardly justify designating this non-existent 
competition perfect competition. 
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as active and latent. The matter of terminology is not important. 
It is the distinction that has significance. This distinction 
establishes two degrees, or classes, of static state. Why is com- 
petition brought into the static state? It is necessary to have 
some agency that can level the rates of interest and wages to 
the proper standards. A dynamic state manifests a fendency to 
attain these standards, but it never succeeds in reaching them. 
At least, if it does succeed, it can be only momentarily, since 
the dynamic forces are continually active to cause divergences. 
When the dynamic changes are supposed to cease, we cannot be 
sure that the rates of interest and wages are ‘“‘normal.” Hence 
some agency must be enlisted to perform this service. Clark 
assigns this function to competition. But why should not one of 
Clark's dynamic forces discharge this office? Fluctuation, either 
on the part of capital or on the part of labor, would answer the 
purpose. If interest is too high in comparison with wages, 
increase of capital will lower it. Vice versa, decrease of capital 
will raise the rate. Fluctuations in population will serve the 
same end. If it be said that fluctuations in population involve 
changes in organization, let it be so; let there take place what- 
ever dynamic changes are required to adjust the rates properly. 

Besides, it is difficult to see how reorganization can be avoided 
under the rule of competition. Clark claims that profits are to 
be eliminated by competition. If so, reorganization will take 


place; and whether this elimination does or does not take place, 


if there is to be an adjustment of interest and wages, changes in 
organization will be part of the means by which this is accom- 
plished. 

If the objection is made that fluctuations in capital and labor 
are dynamic forces, while competition is not, then what is meant 
by a dynamic force? We are concerned with normal scales of 
interest and wages. It is dynamic forces that baffle the pursuit 
of these standards. Fluctuations in capital and labor cause con- 
stant fluctuations in wages and interest. Therefore they are 
dynamic forces. But competition of the active kind induces 
these same fluctuations. Consequently competition is a dynamic 
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force ranking with the others. To postulate static conditions 
involves the exclusion of competition. 

It is easy to see that if we eliminate competition in addition 
to Clark’s five dynamic forces, wages and interest will that 
moment attain fixity. No matter what rates are prevailing, upon 
the suspension of all dynamic forces those rates will assume a 
character of permanency. The point is that all changes of inter- 


est or wages are dynamic changes, and a static state is incapable 


of setting a standard because it is incapable of creating one. 
Rates are made and altered under the régime of dynamic condi- 
tions, and not under that of static ones. 


V. 


We have seen that the rate of interest and the rate of wages 
cannot be identified with the marginal products, for the reason 
that these marginal products do not tally with the total. It may 
be asked, further, have these rates any definite quantitative relation 
to specific products. Professor Clark’s theory has been shown to 
be incompatible with the facts. However, since the basis of 
interest and wages lies in this productive capacity of capital and 
labor, it was perhaps natural to expect that the productive rela- 
tion would afford not merely the basis, but a definite measure 
for the various rewards, of the industrial factors. It must be 
borne in mind, however, that the productive agents exercise 
joint efficiency rather than isolated efficiency. If such an expe- 
dient as Professor Clark’s could really isolate the efficiency of 
the two factors, so that we could confidently say that this frac- 
tion of the product is the creation of labor alone, and that, of 
capital alone, we should have, at least, a tangible basis of 
division in the productive relation. It would, of course, still 
remain a question whether this principle would be available prac- 
tically, as long as the co-operation of the factors continues. 

To study this question of rates, let us make use of the labor 
diagram (Fig. 10). If AC is the last excess product, the mar- 
ginal product of labor, Professor Clark would say that the rec- 
tangle AC represents the standard of wages toward which actual 
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wages are tending—an upward tendency, because it is found 
that a part of the virtual product of labor goes to profits, which 
latter has a tendency to be eliminated.* It will be pertinent 
to ask how wages happen to be at or below the line EC. If 
we are to take this diagram to represent a case of real organiza- 
tion, and not merely a device to ascer- 

Zs tain a “‘ marginal product,” it is plain 
that, prior to the employment of the 

final unit of labor, Professor Clark’s 
y] BV formula would fix the wages at E' Bi. 
What is left for interest is represented 

=4C by the area above this dotted line. 

| Now any reduction of wages below 
AY D E‘ B® will inure to the benefit of capi- 
FIG. 10. tal. Evidently it will pay capital to 
Catan Hagen) hire the additional unit of labor and 


B 

















give it even more than the marginal product A‘ C, provided the 
scale of wages for the entire force is reduced to the same level 
as that of the marginal unit. There is a margin of product 
represented by the rectangle E BY which may be divided 
between interest and wages, any part of which will keep wages 
above the line E C, and therefore above the marginal product of 
labor. Of course, in time wages are apt to settle at or below 
this lower dotted line, since the last unit of labor may be alter- 
nately employed and discharged till the competition of laborers 
for employment brings down the rate. But in the process of 


change the wages line will drop from E‘ B® down through the 


space to EC. 

The fact that the wages line is at or below EC does not mean 
that interest is at or above the corresponding line in the capital 
diagram, since, as we have seen,’ the virtual products of labor 
and capital thus determined do not tally with the entire product. 

*“'There is a profit on labor as long as the men in a working force are paid less 


than the final one produces ; but competition tends to annihilate that profit and to 


make the pay of labor equal to the final unit of it.” — P. 179. 


? Pp. 165 e¢ seg. 
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If competition on the part of employers and laborers is equally 
keen, the chances that the line of wages will approximate the 
line EC are much better than we should find to be the case if 
we were studying the rate of interest from a capital diagram. 
There is a twofold economic force to induce this state of things. 
We have shown* that wages have the advantage of interest in 
the fact that laborers are personally interested in the vate, and 
not in the gross amount of wages, while capital is concerned 
with the gross amount of its remuneration. There is the addi- 
tional consideration that a vague subsistence line bars the way 
to a reduction of wages below a minimum point, whereas no 
such subsistence consideration stands in the way of an unlimited 
reduction in the rate of interest. Labor enjoys this advantage 
in the competition for the excess products, and the history of 
industry shows that the advantage has not been a barren one. 
The history of industry shows that with the growth of capital 
and improvements in organization the rate of wages has mani- 
fested a tendency to advance, while that of interest has had the 


opposite tendency. Clark emphasizes this point, with a purpose 


different from ours. He says: 

This process represents the actual condition of industry. Improvements 
are, in fact, occurring so rapidly as to tread upon one another’s heels. They 
take place in all the different groups and subgroups of which society is com- 
posed, and every one of them does its minute part toward pushing upward 
the standard of pay for all labor.? 

We have supposed that competition is equally strong among 
laborers and capitalists. Of what value is such a supposition in 
the study of actual rates? We have seen: that a static state is 
not the field in which to study rates, since a static state is simply 
an instantaneous photograph of a dynamic period at any moment. 
The only field in which to study rates with effect is the field that 
represents real life. In this field the actual circumstances of 
competition are the ones to consider in the study of rates. For 
this reason the capital diagram is preferable to the labor diagram 
as a basis of study, since it comes nearer to being a true graphic 


=P. 182 2 Pp. 406, 407. 3 Pp. 182-185. 
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representation of actual conditions. ‘Capital is the element 


that is outgrowing labor,”* says Professor Clark. 
If we consult the capital diagram (Fig. 2), we see that the 


entire marginal product due to the last unit of capital may be 
transferred to labor, and capital will not suffer in the gross amount 
of its reward. We have seen that the personal importance of 
the vate of wages and the existence of a subsistence minimum 
give an advantage to labor in the contest for the marginal por- 
tion of the product. Indeed, it is conceivable that interest 
should suffer a decrease of gross amount while capital increases. 
There are two circumstances that give color to this hypothesis. 
The first grows out of the competition among capitalists. If 
capital should act as a unit, of course the contingency of an 
increase in its amount, with a diminution in the gross amount of 
interest, would not be likely, since capital could withdraw from 
the market and thus restore the gross interest. But under the 
régime of a spirited competition, the avidity of each capitalist 
to secure the lion’s share of the decreasing total might be the 
means of putting on the market a larger aggregate of capital. 
The second circumstance leading to the possibility of a decreas- 
ing aggregate of interest lies in the fact that capital cannot escape 
destruction, whether used in production or not. If destroyed 
outside of the productive process the economic result is the same 
as to diminish the gross amount of interest.?,_ It must be remem- 
bered that the abstract capital of Professor Clark’s theory can be 
maintained only by the productive use of the concrete forms of 
it. Abstract capital is perpetuated by the re-creation of these 
concrete forms, and these can be re-created only by putting them 
into service. The great accumulation of the world’s capital 
would soon perish by non-use. For this reason capital is under 
irresistible pressure to find investment. It would be better for 

*P. 183. 

* That is to say, the capitalist’s total economic power is measured by the sum of 
the capital and the interest. This sum is an indivisible whole so far as concerns his 
economic welfare. If this aggregate is to be diminished, it is evidently immaterial, 


so far as the residual amount is concerned, which of the elements, principal or interest, 


shows the decrease. 
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it to work without remuneration than to lie idle. This circum- 
stance counts in favor of labor. And whatever the offsets to 
this and other advantages may be, it is evident that the advan- 
tages exceed the disadvantages for the rate of wages is rising 
while that of interest is falling. 

But what concerns us at present is that these rates are the 
creatures of intense dynamic forces. They cannot be forecast 
by an attempt to analyze the technical product. As a question 
of material product it is futile and valueless to inquire into the 
proportion of the two agencies. As an economic question it 
may be studied with some success and some significance. His- 
torically, labor in the main has preceded capital, and, as Profes- 
sor Clark says, it is capital that is now outgrowing labor. The 
record of industry shows that capital has come to re-enforce 
labor, and the result has been that labor has reaped a large 
reward. Economically, then, capital may be credited with the 
excess product beyond what was achieved by labor unaided. 
This, as a general statement, is not specially valuable, since 
the history of industry is the record of labor and capital 
re-enforcing each other alternately. But the study may with 
good effect be directed to specific cases. An improvement in 
industry due to a specific invention or change of organization 
may be investigated, and a comparison of results under the two 
conditions may be made. The difference of results may be 
approximately determined, and the proper credit assigned. 

The rates of wages and interest at any time are the result of 
the play of dynamic forces. The gross amount of these ele- 
ments have a maximum beyond which they cannot pass, barring 
extraordinary circumstances. For instance, interest and wages 
together cannot exceed the entire product, what we have called 
the net product* of both factors. It would be difficult to assign 
an upper limit to wages much below this maximum, since the 
vate of interest is ever tending downward, and even the gross 
amount of it is not inviolable. But the point here is that the 
rates of both wages and interest have a dynamic quality. That 
™P, 164. 

















190 JOURNAL OF POLITICAL ECONOMY 


is, they enjoy no immunity from change. They are in the hands 
of tireless dynamic masters, the industrious artisans, or agents, 
of change. These agents are, according to Professor Clark’s 


enumeration: (1) fluctuating population; (2) fluctuating capi- 
tal; (3) fluctuating methods of industry; (4) fluctuating organ- 


ization of capital; (5) fluctuating wants of consumers. This 
group should be extended so as to include what may be called 
“circumstances of competition,” an important agent of a very 
dynamic character. 

The determination of rates of interest ard wages is a fasci- 
nating problem, for the reason that it is a Aving, ever-changing 
problem. The dynamic forces which we have enumerated both 
dominate the actual rates and exercise control over that real 
but elusive center of movement, the so-called standard, about 
which the daily rates are ever fluctuating; for the center and the 
seat of the external perturbations are co-ordinate parts of one 
system, which is sensitive as a whole to the action of the 
dynamic forces. A determination of the rates of remuneration for 
today is not a determination of them for tomorrow, for the cir- 
cumstances that control the rates are ever shifting, ever modify- 
ing the elements that must be taken account of in the solution. 
The chess board of the market of interest and wages proposes 
no stereotyped problem. The powers of analysis must be 
addressed to the mastery of each novel combination. 


R. S. PApDAN. 
PHE UNIVERSITY OF CHICAGO, 

















THE RAILWAY POLICY OF CANADA, 1849 TO 1867. I. 
I. THE RAILWAY POLICY OF HINCKS. 

Tue earlier railway construction and projection in Canada 
had, owing to financial disturbances, almost ceased in 1847. Of 
the meager list of enactments passed in 1848 none were con- 
cerned with railways. In the years which had elapsed since the 
chartering of the Champlain and St. Lawrence only fifty-four 
miles of railway had been constructed. As early as 1830 it had 
been stated that railroad transportation would prove cheaper 
than canal transportation, and that unless railroads were built 
the American railroads would take the traffic which it had been 
expected would be taken to Quebec by the canal system.? By 
1849 it had been impressed on the people of Canada that if they 
were to obtain a share in the western transit trade a more 
efficient system of transportation must be obtained. The canals, 
which had been constructed at a cost of upwards of 45,000,000 
were now, in so far as the obtaining of a share in the traffic from 
the western states was concerned, pushed aside by the railroads 
of the United States.3 At the same time it appeared as if the 
Canadian trade itself would be deflected to the American roads. 

It was now decided that a concerted endeavor to facilitate 
and develop railway construction was incumbent on the govern- 
ment. Upon Francis Hincks, who held a position analogous 
to that of finance minister, devolved the task of outlining the 
new policy. The main features of his policy were the enact- 
ment of the Guarantee Act, the creation of the Municipal Loan 
Fund, and the incorporation of the Grand Trunk Railway. 


*Cf. an article of mine in this JOURNAL for June 1898 on “The Early Railroad 
Policy of Canada.” 


?Statement of a correspondent in Mez/son’s Quebec Gazette, quoted in the Montreal 
Gazette, January 21, 1830. 


3Cf. GALT, Canada, 1849 to 1859, etc. Cf. also an interesting article in the 
Economist for October 6, 1860, “ Railway Enterprise in Canada.” 


4HINCKS, Reminiscences of my Public Life, p. 201. 
IgI 
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It is, then, in the year 1849 that the beginnings of a syste- 
matic railway policy appear. The first step was the passing of 
legislation to define the general services the government might 
require from railways which contained in their charters pro- 


visions stating that they were subject to any general railway law 


that might be passed. These were declared to be the liability 
to perform certain services of transport in respect to mails, 
troops, police, etc., and to place the electric telegraphs at the 
service of the government on terms agreed on, or failing such 
agreement on terms determined by the governor-in-council. ' 
The most important act passed in this year was, however, the 
Guarantee Act.? Experience had shown that, while in the older 
lands, the expectation of profit had been sufficient to attract 
capital in plenty it had been otherwise in a newer land like 
Canada. In Canada the scattered, sparsely settled districts 
were separated by wide expanses of untilled and unsettled 
lands. The initial difficulties of railway construction under 
such conditions deterred investment; the uncertainty of a return 
on investment acted as a further deterrent. But the development 
of the country was conditioned by the existing ways of com- 
munication; and if settlement was to be pushed into the well- 
nigh inaccessible districts the aid of the railway had to be invoked. 
The preamble of the Guarantee Act stated that government aid 
was necessary. It was not intended that aid should be extended 
to purely speculative enterprises, for it was stated that aid should 
be given only to those enterprises which were under way, and 
to enable them to complete their work. The detailed provisions 
of the act may now be summarized: it was declared that the 
best way to aid railways was by the extension of a government 
guarantee ; interest might be guaranteed, at a rate not exceeding 
6 per cent. on one half the bonded debt of railways which were 
over seventy-five miles in length; no such aid was to be extended 
until one half of the road had been completed; the repayment of 
the interest guaranteed was to be secured by a first charge on 
the profits of the road, next to the lien of the bondholders ; so 


* Statutes of Canada, 1849, chap. 28. ? Jbid., chap. 29. 
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long as any part of the principal, on which interest had been 
guaranteed, remained unpaid no dividend could be paid to the 
stockholders until a sum equal to 3 per cent. of the amount 
unpaid should be set aside from the surplus earnings of the 
road to redeem the bonds on which the guarantee had been 
given; it was declared that roads receiving assistance under 
this act were to be subject to such further legislation as might 
be passed to make the act effective. 

The imperial authorities had at different times drawn the 
attention of the colony to the advisability of passing a general 
railway law; committees of the legislature had also recom- 
mended that an enactment of this kind should be passed. It 
was not, however, until 1851 that the defect in this regard was 
remedied.* Companies incorporated subsequent to 1851 were’ 
to be subject to the provisions of the general railway law unless 
specifically exempted in their charters. A company desiring to 
obtain a charter to construct a railway was required to deposit 
in the provincial secretary’s office a copy of the stock-book 
showing the names of the subscribers, and showing at least one 
fourth of the stock subscribed; at the same time the company 
was required to deposit the certificate of the cashier of some 
chartered Canadian bank of the deposit therein of an amount 
equal to 10 per cent. of the amount subscribed.?__ The provincial 
secretary was to have authority to control the withdrawal of this 
deposit for such a length of time as he thought proper. His 


control over it ceased six months after the road had actually 


been begun. The general powers incident to a railway charter 
were declared to be: to receive grants of land, purchase lands, 
occupy beaches, carry the railway across the lands of a corpora- 
tion, carry the railway across or along streams, complete the 
railway with one or more tracks, to erect necessary buildings, to 
make branch railways, if required and provided by the special 
acts; to exercise all other powers necessary to a railway, to 


* Statutes of Canada, 1851, chap. 51. 


? This is required by the fifth and sixth sections of the act. These were repealed 
by chap. 2 of the Statutes of 1852. 
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convey goods and persons on the railway, to borrow money at a 
rate not exceeding 8 per cent., to enter upon Her Majesty’s land 
without previous license, to make surveys, to fell or remove 
trees to the distance of six rods from the railway, to make cross- 
ings over other railways or to unite with them. When disputes 
arose concerning the value of lands required by a railway the 
matter was to be settled by arbitration. The tolls and fares 
were to be determined in by-laws passed by the directors of the 


railway, but these by-laws were not operative until they had first 


been approved by the governor-in-council; there was also a 
further requirement that there had to be two weekly publications 
in the Canada Gazette, not only of the by-laws, but also of the 
order-in-council approving them. The tolls and rates might be 
raised or lowered by the railway, but preferences were forbidden. 
The table of tolls and rates had to be posted up in a public place. 
The rates of the railway were subject to revision at any time by 
the governor-in-council. To the legislature was reserved the 
right to reduce the tolls and fares, but not without the consent 
of the railway , or so as to produce a dividend less than 15 per 
cent. The stock of the company might be increased by a two 
thirds vote of the shareholders. Municipalities might subscribe 
for stock in or lend money to railway companies. Tare head of 
a municipality subscribing £5000 was to be ex officio a director of 
the railway. The mail, troops, police, etc., were to be carried 
on terms agreed upon. ' 

An important question which obtained attention at this time 
was concerned with the adoption of a standard gauge. When 
the earlier charters were granted the question of the gauge to be 
adopted did not attract any careful attention. The Montreal 
and Champlain had, it is true, a gauge of 5 feet 6 inches; but 
there is no evidence that the legislators had before them the 
consideration of a gauge which would be satisfactory when an 
ordered railway system was in operation. Major Robinson, in 

*Chap. 169 of the Statutes of 1853 amended this act by giving incorporated rail- 


way companies the right to construct branch railways not more than six miles in 
length when approved by a by-law of the municipality. 
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his report on the Halifax and Quebec Railway, had favored a 5- 
feet-6-inch gauge.*| On the other hand the English govern- 
ment had recommended, in 1847, that in determining on a gauge 
Canada should not overlook that most favored in the United 
States.2 When the Canadian railway system began to extend, 
the question of the gauge had to be faced. The charter incor- 
porating the St. Lawrence and Atlantic Railway had been so 
amended as to require the company to construct the road witha 
gauge of 4 feet 8% inches, unless otherwise determined by the 
governor in council. The company petitioned against this on 
the ground that they had already laid down a considerable por- 
tion of track on a 5 feet 6-inch gauge; and that the change 
would entail a considerable expense. They were permitted on 


this account to retain the broad gauge.3 The idea of having 


a 5 feet-6-inch gauge on this line is understood to have orig- 
inated at Portland, Maine. The object of this was to make 
Portland the terminus of the Canadian lines, and prevent the 
trade going to Boston.* It was asserted, at the time, that this 
gauge would permit a much heavier traffic to be moved than if 
the narrower gauge of 4 feet 8% inches had been adopted.‘ 
The precedent set by the St. Lawrence and Atlantic had con- 
siderable bearing on the settlement of the standard gauge. The 
practice with reference to the gauge varied in the United States 
at the time. In the part, however, in which the greatest railway 
development had been attained, and which had the closest 
commercial relations with Canada the gauge was 4 feet 8% 


* Report, p. 18. 


This is contained in a despatch from Earl Grey to the governor general. See 
Sessional Papers of Canada, 1851, appendix D. D. D. 


3. Sessional Papers of Canada, 1851, appendix D.D.D. See in this connection 
Report on the Gauge for the St. Lawrence and Atlantic Railroad, by A. C. MORTON, 
C. E., Montreal, 1847. 


4 Pennington Railways and Other Ways, pp. 83,84. Cf. also a letter by the same 
writer in the Toronto G/ode for January 21, 1881. He was for years in the service of 
the Grand Trunk. 


5 


SA. T. GALT, Letter to the chairman of the North American Colonial Associa- 
tion on the St. Lawrence and Atlantic Railroad, p. 22. 
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inches." The matter was not calmly discussed from the stand- 
point of commercial interest. In the positions taken the legisla- 
tors appeared to be oblivious of the advantages obtained from the 
Canadian roads forming links in a chain of communication 
between the western and the eastern states. When the Great Wes- 
tern was in course of construction aid had been obtained from 
American capitalists on condition that the gauge of the line 
should be the same as that of the western states. The govern- 
ment of Canada at once annulled this arrangement.? In con- 
sequence of this the Great Western, a large part of whose 
business was concerned with the transportation of American 


produce, was forced to have recourse to the cumbrous expedient 


of a third rail. Some advanced as an argument against the 
adoption of the American gauge the allegation that the Amer- 
ican roads were flimsily built ;+ the pertinency of this argument 
is somewhat difficult to understand. Almost the only possible 
argument that could be advanced in favor of the broader gauge 
was that it would be of advantage in time of war to havea 
gauge which would not be uniform with that adopted in the 
States. In time of peace it would impede the movement 
of through freight. From an early date Canadian roads had 
looked to a participation in through American freight. In addi- 
tion the broader gauge made the road bed construction more 
costly;5 it increased the dead weight and gave greater resistance 
at curves. Evidence in connection with the matter was sub- 
mitted to the Standing Committee on Railways and Telegraphs 
in 1851. Some recommended the broader gauge on the ground 

*Interesting details with reference to the 4 feet 8%-inch will be found in Our 
Railways, by JOSEPH PARSLOE, p. 84; PENNINGTON, of. cit., pp. 83, 84; the 
Annual Register, for 1846, pp. 436-452; Roads and Rails by W. BRIDGES ADAMS, 
p. 105. 

? HINCKS, of. ci?., p. 220. 

3A plea for the third rail as a means to obviate the evils resulting from diversity 


of gauge will be found in Railways: The Gauge Question, by WILLIAM HARDING, 
London, 1846. 


4 Canada Sessional Papers, 1851, appendix D. D. D. 


5Cf. WELLINGTON, Zhe Economic Theory of Railroad Location, p. 752. 
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that it would be more economical. The Great Western objected 
to it because it would impede their through freight.? Mr. 
Keefer, whose professional standing gave his opinion great 
weight, said that while, if Canada stood alone, the broad gauge 
might be adopted, the relations the Canadian roads bore to the 
American roads would make it advantageous to conform to the 
American gauge. Notwithstanding these considerations the 
com nittee reported in favor of the 5 feet 6-inch gauge on the 
ground that it was best adapted to the protection of Canadian 
interests.* Accordingly this was made the standard gauge. The 
effect of this may be studied in connection with the through 
business of the Grand Trunk. Traffic had to be transferred 
from one set of cars to another at the American frontier. For 
the most part this had to be done by manual labor. In some 
cases the axles were made adjustable to the two gauges; in other 
cases the car bodies had to be lifted. Much extra cost and delay 
was thereby entailed.5 

Probably the most important of the motives which led to 
Canada’s co-operation inthe Halifax and Quebec project was the 
hope that the construction of a line of communication with the 
maritime provinces would lead to the construction of the 
proposed line from its eastern terminus to the western boundary 
of Canada. In 1851, when it was supposed that the outcome of 
the negotiations would be the construction of an inter-colonial 
railway assisted by imperial aid, the legislature of Canada passed 
an act to make provision for a main line of railway throughout 


the province. In the same year charters were granted to the 


' Sessional Papers of Canada, 1852, appendix U.U. Answer of Mr. John Young, 
vice president of the St. Lawrence and Atlantic, to question 43. 

? Jbid., Answer to questions 43 and 51. 3 [bid. 

4 Journals of the Legislative Assembiy of Canada, 1851, p. 210. 

5 Appendix to the report of the Grand Trunk for the half year ending December 
31, 1894, p. 16. Statement of Sir Joseph Hickson. 

° Statutes of Canada, 1851, chap. 73. When the propositions embodied in the act 
were being considered by the Standing Committee on Railroads and Telegraph Lines 
the librarian was instructed to obtain a copy of a work, published by Messrs. Leitch 
and Brown of Boston entitled Railroad Laws and Charters of Maine, New Hampshire, 
Vermont, Massachusetts, Rhode Island and Connecticut. See p. 9 of the report. 
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Montreal and Kingston,’ the Kingston and Toronto? and the 
Toronto and Guelph ;3 railways which if constructed would have 
afforded an alternative route for a portion of the distance. It 
was hoped that the imperial credit would be extended so as to 
permit the construction of a road from Quebec to Hamilton. 
Accordingly an act was passed to permit the raising of a loan of 
£4,000,000 currency for this purpose.* The act incorporating 
the main trunk line stated that the road was for the interest of 
the province and that therefore it was wise to guarantee that the 
public debt should not be increased except for certain specified 
purposes.’ A board of railway commissioners, composed of 
the receiver general, the inspector general, the postmaster 
general, the commissioner and the assistant commissioner of 
public works, was appointed to oversee this project. The com- 
missioner of public works was empowered to enter into 
negotiations with the Montreal and Lachine and the St. Law- 
rence and Atlantic with a view to obtaining the whole or part of 
these railways so that they might be incorporated in the proposed 
enterprise. 

The propositions contained in the bill to incorporate the 
main trunk line were attacked both in Parliament and in the 
press. In the discussion on the report of the committee 
appointed to look into the merits of the main trunk line scheme 
—the report was presented August 13, 1851—Mr. Seymour 
considered that before embarking on such a project it should 
first be submitted to the electors for their approval.© Mr. 
Merritt considered that the interest of the public would best be 
served if the work were committed to the care of the munici- 
palities. He stated that the construction and management of 
railways by governments “is inexpedient; and has invariably 


resulted either in public loss or in a total failure to produce the 


anticipated benefits.”” In proof of his contentions he referred 


to the contemporary experiences of Michigan.? The newspapers 
' /bid., chap. 143. 2 /bid., chap. 146. 3 [bid., chap. 148. 4 Jbid., chap. 75. 
5 Vide post in connection with the Guarantee Act. 


© Sesstonal Papers of Canada, 1851, pp. 274-278. 7 Ibid. 
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were willing that the proposed Halifax and Quebec Railway 
should be undertaken if they could at the same time be confi- 
dent that the road from Quebec westward would be constructed. 
Objection was taken to constructing the portion of the road 
running through the wilderness portion of Lower Canada at the 


joint expense of the provinces while, in all probability, the 


western portion of the road would have to be constructed at the 
expense of Upper Canada alone. It was also alleged that the 
project was simply a device to placate the French vote.’ 

Although the act was passed by a substantial majority the 
difficulties connected with the negotiations which were con- 
cerned with the project for an intercolonial railway hindered 
for the time being the construction of the projected main trunk 
line. 

The year 1852 saw a distinct advance in matters of railway 
policy. It was in this year that the Grand Trunk was chartered. 
The merits of a system of intra-provincial communication had 
long been discussed. When the project for the construction of 
the Champlain and St. Lawrence was under consideration a line 
from Montreal to Goderich was suggested.*? The negotiations 
connected with the Halifax and Quebec again brought the project 
to the front. In 1852 Messrs. Hincks and Chandler were sent 
to England to press the colonial views, with reference to the 
intercolonial project, on the attention of the imperial government. 
In these negotiations Hincks did not have an altogether free 
hand. What Canada demanded most was the construction of a 
trunk line running throughout the entire length of the province ; 
its interest in the more imperial scheme had been conditioned 
by a belief that thereby the construction of the trunk line would 
be furthered. It has been suggested that Hincks was not in 
earnest in the negotiations in England, and that he was only too 
ready to withdraw from the advocacy of the scheme when an 

*Toronto Glode, August 28, 1851. See also extracts from the press of the time 
contained in a memorandum addressed by Mr. H. B. Willson to Sir John Pakington. 
his will be found in the Sesstonal Papers cf Canada, for 1852-3, appendix Z. 


*See a letter in the Montreal Gazef/e for December 13, 1830, by Mr. Peter Flem- 
ng, C.E. 
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opportunity presented itself.‘ In justice to Hincks it must be 
remembered that the province was clamoring for internal devel- 
opment; at the same time much objection was being shown to 
incurring expense in connection with the construction of a line 


of railway through the desolate portions of the province of Can- 


ada while the more advanced portions of the province were prac- 
tically destitute of railway facilities. The lack of harmony with 
reference to routes placed an apparently insuperable obstacle 
in the way of the practical fulfillment of the Halifax and Quebec 
project. 

When Howe had visited England his speeches and addresses 
had attracted the attention of Peto, Jackson & Brassey, the 
famous English firm of railway contractors, to the opportunities 
of the colonies as a field for investment. At the time when 
Hincks was in London this firm was entering into negotiations 
for the construction of the Quebec and Richmond Railway.’ 
When he found that his negotiations in connection with the 
wider scheme were checked by failure, he turned to this firm of 
contractors to see if any means could be found whereby a system 
of internal communication adequate to the needs of Canada 
might be devised. In the matter of railway policy, Hincks, 
although he had more co-ordinated ideas than the other men of 
the time, was only feeling his way. The charter passed in 1851 
to provide for a main trunk line had spoken of construction by 
companies as a last resort. In a speech delivered at Halifax, in 
the course of the Halifax and Quebec negotiations, he had 
declared it as his settled conviction that ‘to make railroads by 
companies in this country was both impossible and impolitic.’’* 
Now he entered into negotiations with a company for the con- 
struction of the road. At a later time he justified his change of 
front by saying that he had reason to believe that an agreement 


*See Pope, Life of Macdonald, vol. i. pp. 105-109; Howe, Speeches and Letters, 
vol. ii. p. 441. 
* Chartered in 1851. 


3 Letter of Thomas Brassey to Hon. John Ross, president of the Grand Trunk 
Toranto, 1856, pp. I, 2. 


HINCKS, of. cit., p. 220. 
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with a company would inspire confidence and secure the support 
of other capitalists.t In the discussions which took place between 


Hincks and the English contracting firm it was suggested that 
one tenth of the capital should be raised in Canada by private, 
or by municipal, or failing both, by government investment in 
the stock. The company undertook to obtain the whole of the 
capital in England ;? this was subject to the qualification that 
toward the estimated cost of the section from Toronto to Mon- 
treal, which it was thought would cost 43,000,000, a provincial 
loan to the amount of 41,965,000 was to be given.3 

The general legislation under which the Grand Trunk Railway 
was chartered is contained in three acts.* The first of these pro- 
vides for the construction of a railway from Toronto to Montreal. 
The capital of the company is stated at £3,000,000; provision is 
made for a government loan of £3000 per mile to the railway. 
Maximum passenger rates are fixed.’ Power is reserved to the 
government to assume the road at the expiration of twenty-one 
years, and on three months’ notice, by the payment of a sum 
equal to twenty-five years’ purchase of the average annual 
profits, calculated on the basis of the annual profits for the seven 
years next preceding. If the average rate of profits had fallen 
below 10 per cent. the determination of the price was to be arrived 
at by arbitration. Of the eighteen directors of the road nine were 
to be appointed by the government. The government appointees 
were not required to hold any qualification of shares. The 
railway was subject to the provisions of the general railway act. 
The second of these acts provided for the continuation of the 
railway from Quebec to Trois Pistoles, and, under certain condi- 
tions, from thence to the eastern boundary of the province. In 
this act the same provisions concerning directors and assumption 

* Cf. Letter in the Montreal Gazette, December 23, 1875. 2 BRASSEY, /oc. cit. 

3 Twenty-six persons were incorporated as the Grand Trunk Railway Company. 
Among these were the Hon. Peter McGill, George Etienne Cartier, L. H. Holton, 
D. L. McPherson, A. T. Galt, and H. F. Jackson, of London, England. 

4 Statutes of Canada, 1852, chaps. 37, 38 and 39. 

5 2d. for first class; 1%d. for second class; and td. for third class. These are, 
of course, on a mileage basis. 
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appear as in the preceding act. The capital stock is placed at 
£100,000, but provision is made for increasing it to 41,000,000. 
The provincial grant of £3000 per mile was to apply on the 
section between Quebec and Trois Pistoles. No provision was 
made for money assistance to the eastern extension from this 
point. A provision for a grant of one million acres of land in 
aid of the enterprise appears. When the chartering act of the 
Grand Trunk was under consideration the Kingston and Montreal 
objected to this charter on the ground that it would interfere 
with the vested rights which had been created by granting a 
charter to it in the preceding year." It was asserted that to 
commit the construction of the line to a Canadian company 
would be more to the interest of Canada than to place it in the 
hands of a foreign company managed by any association of specu- 
lators residing abroad, having no interest in the country beyond 
the punctual receipt of the largest dividends that could be wrung 
from it.? Notwithstanding these objections the third in the 
series of acts concerned with the chartering of the Grand 
Trunk provided that the charters of the Montreal and Kingston, 
and of the Kingston and Toronto were to be repealed; and the 
Grand Trunk was to be made responsible for all the expenses 
these companies had incurred. 

The original provisions of the Guarantee Act have been cited ; 
it remains to give an account of the changes made in the act in 
the period 1849-1852. It was soon found that the guarantee, on 
account of the wide range of railway enterprises to which it 
might be applied, was reacting prejudicially upon the credit of 
the country. The Canadian financial agents in London recom- 
mended that some limitation should be introduced.3 This advice 
was followed. The act passed in 1851 to provide for the con- 
struction of a main trunk line contains some modifications. The 


provincial debt was not to be increased, except in so far as it was 





' Sessional Papers of Canada, 1852-3. 2 Lbid. 


>The agents were Baring Bros. & Co. and Glynn Mills & Co. See First Report of 
the Standing Committee on Railroads and Telegraph Lines, 1851; also Popr, Life of 


Macdonald, vol. i. pp. 105-109. 
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necessary to raise money for the construction of the main trunk 
line, and to afford the guarantee of the province to the bonds 
of the Great Western, the St. Lawrence and Atlantic, and the 
Ontario, Simcoe and Huron. The Great Western and the St. 
Lawrence and Atlantic were railways which would form part of 
the proposed trunk line in case the government should find it 
necessary to commit the construction and completion of the line 
into the hands of companies already chartered. These railways 
had been begun and in part constructed on the faith of the 
guarantee. While the Ontario, Simcoe and Huron did not form 
part of this proposed line it had been begun upon the faith of the 
guarantee; hence its inclusion in the act. An express provision 
was inserted that in the case of the lines that might form part of 
the main trunk line the guarantee was to extend to the main line 
alone. Nor was the road to be entitled to the benefits of the 
guarantee until it was approved by the Board of Railway Com- 
missioners. A still more important change has yet to be con- 
sidered. The guarantee of interest did not afford the rapid 
development desired; and so the government now permitted the 
extending of the guarantee to one half the principal as well as to 
the interest on one half the cost... The bonds guaranteed were 
to be made payable at periods previously agreed upon; and they 
might be exchanged for provincial debentures. The government 
was to have the same security for the payment of the principal and 
interest of these bonds as in the case of the interest under the 
original guarantee act. This aid was intended to extend to the rail- 
ways already mentioned to which the Guarantee Act was limited.? 
The modification of policy met with in the charter of the Grand 
Trunk, which limited the assistance to £3000 per mile was a 
step in the direction of husbanding the resources of the province. 

In the endeavor to obtain a rapid development of the railway 
system the municipalities were expected to co-operate. An 
earlier recognition of the advantage gained by the municipalities 
from railway construction had been seen in the legislation passed 

* Act of 1851 chartering a main trunk line, section 13. 


See First Report of the Standing Committee on Railroads and Telegraphs, 1851. 
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in 1837 in aid of the Toronto and Huron Railway ;’ if the railway 
defaulted in the interest payment on the sums granted to it the 
government might levy on the districts through which the rail- 
way passed, until sufficient was obtained to meet the interest. 
The Great Western petitioned for the enactment of an act so 
amending its charter that municipal corporations might be per- 
mitted to take stock in the company or otherwise aid it. An 
act was accordingly passed permitting municipalities to sub- 
scribe for any number of shares in the railway or to lend money 
to it, or to extend a guarantee on money borrowed by it. The 
money necessary for this might be raised either by taxation or 
borrowing. In order to take stock in the company or to lend to 
it, it was necessary to have the proposition accepted in a by-law 
approved by a majority of the electors. The head of a corpora- 
tion subscribing 425,000 to a railway was to be ex officio a direc- 
tor of it.? 

In the general railway act passed in 1851 provisions were 
contained permitting municipalities to take stock in or to guaran- 
tee moneys borrowed by railways. Here again the proposition 
to aid a railway had first to be approved of in a by-law accepted 
by a majority of the electors. This act provided that the head 
of a corporation subscribing £5000 to a railway was to be ex 
officio a director of it.3 The legislation of the same year, which 
was intended to facilitate the construction of a main trunk line, 
contains a provision which, although it did not become operative, 
throws light on the part the municipalities were expected to take 
in railway construction. It was provided that if the road could 
not be constructed under an imperial guarantee it should be con- 


structed at the joint expense of the province and the municipali- 
ties. The sums raised by the municipalities for this purpose 
were to be known as the “ Railway Municipal Subscription Fund.” 
Debentures might be raised by the province on the security of 
the moneys so subscribed.4 If any municipality defaulted in its 


* Statutes of Upper Canada, 1837, chap. 60. 
? Statutes of Canada, 1850, chap. 29. 
3 Jbid., 1851, chap. 51, section 18. 4 Jbid., 1851, chap. 73, section 7. 
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subscription the government had the power to direct the sheriff 
of the particular county to levy upon it." 

The municipalities, as has been seen, had exercised their 
powers to render aid to railways; but the lack of knowledge in 
the world market with reference to the financial condition of the 
local bodies kept their credit from being good.” The legislature 
thought there was no danger in permitting corporations to take 
stock in railways. There was a general impression that munici- 
pal investments in railway enterprise would ensure a return from 
the outset.3 Some thought that the time would soon come when 
the interest on the local investments in railways would be suffi- 
cient to meet the expenses of government without having recourse 
to taxation. It was under such conditions that the final phase of 
Hinck’s railway policy was put into force. The Municipal Loan 
Fund Act in which this was contained deserves close scrutiny not 
only because of the provisions contained but also because of its 
after effects.4 The issuing of debentures on a consolidated loan 
fund, which would in reality represent a pooling of the resources 
of the municipalities, would, it was asserted, ensure that the 
credit of the debentures would stand higher. The fund so 
created was to be under the supervision of the provincial gover- 
ment. It was intended that the municipalities should be enabled 
to assist in the construction of public buildings, railroads, 
harbors, river improvements, etc. The municipalities were 
empowered either to take stock in or to lend money to railways.5 
The receiver general of the province was empowered to raise, 
through the issue of debentures secured on the Municipal Loan 
Fund, the money requisite for the improvement desired by any 
locality; as an alternative he might hand over to the treasurer 

* Jbid., section 6. 

? Speech from the Throne, 1851, see Annual Register, 1852, p. 293. 

3 HINCKS, of. cit., p. 201. 


4 Statutes of Canada, 1852, chap. 22, “ An act to establish a Consolidated Munici- 
pal Loan Fund for Upper Canada.” 

5The proposed expenditure had first to be approved in a by-law which had 
received the sanction of the majority of the electors. The debentures issued were to 
run not less than five nor more than thirty years. 
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of the municipality the debentures so secured. The province 
laid stress on the fact that in acting in the matter it occupied 
merely the position of an agent.t The government, however, 
was in reality endeavoring to reflect the influence of its credit 
upon the municipal obligations issued under this act. The 
method of management also tended to confuse the province with 
the municipality. It was provided that the receiver general of 
the province might, in the discretion of the government, make 
advances to the fund to enable it to meet the charges on it. 
Each municipality which obtained money on the credit of the 
loan fund was required to make an annual interest payment to 
the receiver general equal to 8 per cent. of the sum issued to it; 
the difference between this and the amount necessary to meet 
the interest on the debentures was to form a sinking fund; this 
was to be invested by the receiver general on the credit of the 
Municipal Loan Fund. If the moneys at his disposal were insuffi- 
cient to meet the interest on the debentures outstanding against 
the fund, he might meet the interest out of the sinking fund. 
When any municipality was behind in its payments it was to be 
charged interest; if it was in default more than three months 
the governor might authorize the sheriff of the county to levy. 
When a municipality had borrowed money under this act it was 
not lawful for it to incur any further indebtedness, without the 
approval of the government of the province, until all the debts 
incurred under this act had been wholly paid off. 
Il. THE AGE OF RAILWAY DEVELOPMENT. 

During the period from 1849 to 1858, 1726 miles of railway 
were constructed in Canada. The conditions of unrest which 
for some time followed the rebellion of 1837 caused the English 
investor to regard Canadian investments as unsafe. After 1850 
the tide turned the other way. The large immigration which 
had set in with the period beginning about 1847 had helped to 
develop the inland portions of the country. The bulk of this 


*Each debenture bore on its face the statement that the province undertook to 
pay the principal and interest out of the moneys in the Municipal Loan Fund and that 


it assumed no other liability whatsoever. 
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increase of population settled in Upper Canada. In 1841 the 
population of Upper Canada had been, in round numbers, 465,- 
000 while that of Lower Canada was 690,000. In 1851 the con- 
ditions were reversed, Upper Canada now having 952,000 while 
Lower Canada had 890,000. The beginnings of railway enter- 
prise brought along with them new investments of capital which 
reacted on the tone of business. The good harvest of 1850 had 
also helped to effectively dissipate the gloomy anticipations of 
the signers of the Annexation Manifesto. The repeal of the 
navigation laws instead of driving trade away from Canada had 
attracted it; and the harbors of Montreal and Quebec were 
crowded with foreign shipping. In 1841 the total imports at 
Quebec amounted to £2,690,000; in 1851 they were £5,358,- 
000." The changed policy of England which gave Canada a 





freer hand in its commerce with the United States increased the 
imports from the United States from $4,200,000 in 1849 to 
$8,360,000 in 1851.? 

At an earlier period, more especially in Lower Canada, char- 
ters had been issued without a due regard to continuity. In 
1850 a process of consolidation of the scattered links began. 
The Montreal and Lachine and the Lake St. Louis and Prov- 
ince Line railways were united.3 The Champlain and St. Law- 
rence was empowered to extend its road by taking over the 
powers which had been granted to the Montreal and Province 
Line Junction Railway to construct a railway from St. Johns, 
the terminus of the Champlain and St. Lawrence, to Rouse’s 
Point.* 

In 1850 charters were granted to five railways. In the 
period 1850-1 105 miles of railway were constructed. 

In granting charters and in devising schemes whereby rail- 
way construction might be facilitated, Upper Canada was 
throughout this period pre-eminent. Whatever construction was 

‘Cf. a return issued from the office of the inspector general on October 22, 1859, 
covering the period 1841-1859. 

*Cf. House Executive Documents, 1863-4, vol. ix. No. 32, p. 5. 


3 Statutes of Canada, 1850, chap. 112. 4 Jbid., chap. 114. 
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. 
undertaken in Lower Canada was more local in its nature. The 
only Lower Canadian projects aided under the Guarantee Act 
were the St. Lawrence and Atlantic Railway, which was intended 
to afford a connection with the seaboard of Maine, and the Rich- 
mond and Quebec Railway. It is to be noticed that both of 
these railways had the intention of obtaining a connection with 
the railway system of the United States. It was not until 1854 
that the provisions of the Municipal Loan Fund were extended 
to Lower Canada. Those interested in railway projection in 
Lower Canada complained of the apathy existing. From time 
to time references to the enterprise shown by Upper Canada and 
the benefits which might be expected to follow the reform are to 
be found." Ithough the people of Lower Canada were told 
that ‘‘the essence of a railway system is to increase its own traf- 
fic, adding 25 per cent. to the value of every farm within fifty 
miles of the track, doubling that of those near it and quadrupling 
that of those through which they pass,’’* they moved on. very 
slowly in the matter of railway construction, with the result that 
when a time of reverses came they were not so severely injured. 

Meantime railway construction went on apace. In 1851 four 
charters were granted; and in 1852, fourteen. In the latter 


year forty-six miles of railway were constructed. At the same 


time there were 628 miles under construction and 1203 char- 
tered.3 There was a general condition of hopefulness in the 
province. Capital was being attracted to Canadian investments. 
Canadian credit was good. The 6 per cents were being quoted 
in London at 116. The total debt of Canada was $22,355,000 ; 
the revenue afforded a surplus of $900,000. Under the provis- 
ions of the Reciprocity Treaty of 1854 a great impetus to trade 
was given.* 

*Cf. KEEFER, Zhe Philosophy of Railroads, p. 36. 

2 /bid., pp. 15, 16. This pamphlet, which is very interesting reading throughout, 


was published in the interests of the St. Lawrence and Ottawa Grand Junction Rail- 
way. It will be found in the collection of Canadian railway pamphlets in the Parlia- 


mentary library. 

3 Jbid., pp. 47. 

4Cf. in this connection the data contained in HAYNES, The Reciprocity Treaty of 
1854. 
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The prosperity of the time caused railway projectors, in lay- 
ing their prospectuses before the English investor, to make esti- 
mates of profit which were attributable rather to the influence 
of imagination than to a reliance on the dictates of com- 
mon sense. In 1853 it was estimated that the Grand Trunk 
would yield a return of 11% per cent.' Such confidence was 
reposed in the success of this venture that when the first half 
of the stock was placed on the market it was subscribed for 
many times over, and quotations were made at 2 per cent. 
premium.’ 

For a period of about four years the province was in the very 
heyday of construction. Between 1852 and 1856 the railway 
mileage was increased by 1209 miles. Such was the enthusiasm 
for railway construction that Sir Allen McNab, who came into 
power as prime minister in the McNab-Morin ministry in 1854, 
said, in the course of his campaign preceding election, that his plat- 
form was railways. The capital brought into the country excited 


a speculative development. The promoter saw in the obtaining 


of charters a ready way to sudden wealth. In the endeavor to 
obtain special favors the integrity of the legislators was attacked. 
The modern devices of “ lobbying”’ and all the illicit acts thereto 
pertaining were found in full force at this early time.3 It was 
asserted that even some members of the government stood in a 
suspiciously close relationship to the railways. The name of 
Hincks was attacked ; it was claimed that he had obtained wealth 
in an inexplicably rapid manner, and it was stated that £50,000 of 
Grand Trunk stock stood on the books of the company opposite 
the name of Hincks without any tangible equivalent therefor 
being apparent.* However it was clearly shown that the shares 
standing in his name on the books of the company were in 

*See appendix to Statements, Reports, and Accounts of The Grand Trunk Rail- 
way Company laid before the Legislative Assembly, April 23, 1857, p. 14. 

* TROUT, Railways of Canada, p. 74. 

3For examples in this connection see Eighty Years of Progress of British North 
America, pp. 221-228. 


*HoweE, Letters and Speeches, vol. ii. p. 440. 





210 JOURNAL OF POLITICAL ECONOMY 


reality held by him in trust for future sale by the company in 
Canada." 

The Grand Trunk, which was begun in 1853, soon found 
itself in difficulties. The speculative development of the time 
had raised prices 30 and in some cases 50 per cent., and coupled 
with this came the stringency in the money market in London, 
caused by the prospects of European wars. Although the Grand 
Trunk stock had at first stood high, it soon fell. As early as 
the autumn of 1854 the company found it necessary to ask the 
government for aid. It was urged by the railway that one 
reason for the granting of government aid was that when the 
stock was being disposed of in London, £800,000 of it was set 
aside, on the advice of some Canadian gentlemen then in Lon- 
don, with a view to its being placed for subscription in Canada. 
It was considered that it would be advantageous to attract 
Canadian interest to the enterprise. The stock which was thus 
set aside could have been disposed of at the time in London. 
There was not the expected demand for the stock in Canada; 
and owing to the disturbed condition of the London money mar- 
ket it could not be disposed of in London3 The government 
decided in 1855 to loan the railway £900,000. This was to be 


secured by a lien on the consolidated system of the Grand 
Trunk.‘ 


Almost as soon as the Grand Trunk was under way, the 


directors of the company endeavored to incorporate with their 
enterprise other railways, already incorporated or in course of 
construction, which would benefit the main line by making sur- 
rounding country subsidiary to it. The management also favored 

*See evidence of Sir Cusack P. Roney before the special committee appointed in 
1857 to inquire and report with reference to the condition, management and prospects 
of the Grand Trunk Railway Company, p. 34. A condensed statement of the findings 
of this committee in so far as they affected Hincks will be found in HINCKs, of. cit, 
PP- 344-351. 

? Grand Trunk Railway Report, Directors’ Report, p. 7. 

3. Scrap Book Debates, 1855, p. 79. 

4 The resolutions introducing the loan measure were reported from the committee 
of the Whole House on May 4, 1855. The legislation will be found in Statutes of 


Canada, 1855, chap. 174. 
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a western extension of the system with a view to obtaining a 
participation in the transportation of the breadstuffs of the west- 
ern states. In April of 1853 an agreement had been entered 
into between the Grand Trunk, the Quebec and Richmond, the 
St. Lawrence and Atlantic, and the Toronto and Guelph, and 
Grand Junction Railway. The joint line was to be known as the 
Grand Trunk Railway of Canada.*' The guarantee to these lines 
was transferred to the joint company. The total amount of the 
guarantee for which the province was liable to the joint line was 
limited to £2,211,500. 

One of the roads mentioned above, the Toronto and Guelph, 
brings up the interesting question of the relation of the Grand 
Trunk to the Great Western. In the charter of 1851 provid- 
ing for the construction of a main trunk line it had been stated 
that, in case it was found impossible to construct the road as a 
government enterprise, it should be built by the railway com- 
panies already incorporated which would form a through line. 
At the same time the Great Western was mentioned as being 
one of these companies, and it was also stated that it was to 
form a portion of the main line. In 1851 a charter had been 
granted to the Toronto and Guelph Railway.” One year later the 
Grand Trunk was incorporated, and in the same year a charter 
was granted to the Toronto and Guelph Railway authorizing it to 
construct an extension to Sarnia.3 The granting of this charter 
was at once opposed by the Great Western on the ground that 
it interfered with its vested rights. The committee on railways 
declared that it would be unjust and impolitic to grant the 
charter. It was held that the business existing would not be 
more than sufficient to maintain a single line, and that it would 
not be wise to do anything which would militate against the 
business of the company since the province had made advances 
to it to the extent of £750,000.4 The company claimed that it 


* Statutes of Canada, 1852, chap. 33. 


* Statutes of Canada, 1851, chap. 148. The road had originally been chartered 
as the Toronto and Goderich, but the charter had lapsed. 


> Statutes of Canada, 1852, chap. 4. 4 Sessional Papers of Canada, 1868, No. 73. 
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had been induced to invest 22 million dollars in railway con- 
struction on the faith of guarantees which gave the right to 
assume that it would be left in possession of western Canada. 
Notwithstanding this protest the charter was granted. Work 
on the Great Western was continued, and in 1854 the line was 
opened, When the act was passed enabling the Grand Trunk 
to obtain its western extension it was seen that the government 
had definitely ranged itself on the side of the Grand Trunk. 
The Grand Trunk still found it difficult to obtain the money 
necessary to complete the enterprise, and so in 1856 an applica- 
tion was made to the government to permit the issue of £2,000,- 


000 of preferential bonds and at the same time postpone the 
priority of lien created in favor of the province on account of 
the aid granted by it to the railway. This privilege was granted 


the company.’ The money raised by the sale of the bonds was 
to be deposited with the Canadian financial agents in England; it 
was to be released to the company on satisfactory evidence of 
progress in the works to which the expenditure of the money 
was specifically limited by the enabling act.? The province 
agreed to meet, for a period of five years, the interest on the 
bonds already advanced to the railway. It was expected that 
the works designated in the act would be completed within this 
period and the through traffic developed. The province was to 
receive share capital of the company in return for the advances 
so made to it. Having obtained such aid the railway was able 
to continue its work of construction and the main line was 
opened in October of 1856; the extension westward to Sarnia 
was completed in November 1859 ; while the extension eastward 
as far as Riviere du Loup was completed in July 1860. 
* Statutes of Canada, 1856, chap. 3. 
? The expenditures were to be as follows : 

On the railway from St. Marys to London and Sarnia_~ - - - - £ 450,000 
On the railway from St. Thomas to Riviere du Loup - - 525,000 
For the construction of the Victoria bridge - - - - . - 800.000 
For the railway from Three Rivers to Arthabaska - - - 125,000 


To enable the company to aid the Port nad and Cahoung and Prescott 
railways as subsidiary lines” - - - : 100,000 


£2,000,000 
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During the period under consideration eighteen railways in 
all were constructed. The Grand Trunk and the Great Western 
have already been referred to; the others may now be passed in 
brief review. In 1850 the railway from the village of Industry, 
in the township of Rawdon, to the River St. Lawrence was com- 
pleted; in 1851 the Montreal and Champlain was extended. In 
1853 the St. Lawrence and Atlantic from Montreal towards 
Portland was constructed. In 1854 five railways were built; the 
Carillon and Grenville, which was to forma section of a road 
between Montreal and Bytown, now Ottawa, was intended to 
circumvent the Sault rapids of the Ottawa River; the Erie and 
Ontario connected Lakes Erie and Ontario; the Cobourg, Peter- 
boro and Marmora was constructed to open up the fertile region 
back from Lake Ontario towards Rice Lake; the Richmond and 
Quebec opened up the eastern townships of Lower Canada, a 
thriving agricultural section which had originally been settled 
by emigrants from the neighboring republic; the Ottawa and 
Prescott connected the Ottawa River with the St. Lawrence. In 
1855 the Northern Railway was completed.’ A section of this 
from Toronto to Bradford near Lake Simcoe, had been opened 
in June 1853; on this occasion the first locomotive used in 
Upper Canada was employed.? This railway, extending in a 
northwesterly direction from Toronto towards Lake Simcoe and 
Georgian Bay, afforded a readier means of access to valuable 
agricultural land. In 1856 the London and Port Stanley, which 
afforded a communication with Lake Erie, was constructed. In 
1857 the Port Hope, Lindsay and Beaverton, which was intended 


to aid in the development of the back country in the neighbor- 
hood of the Peterboro lakes, was opened. In the same year 
the Montreal and Lachine, which had been begun in 1846, was 
completed. In 1859 the Welland Railway was completed. In 
1860 the Brockville and Ottawa, the Stanstead, Sheffield and 
Chambly, and the Buffalo and Lake Huron were completed.3 


* This railway, originally known as the Ontario, Simcoe and Huron, had its name 
changed to the Northern Railway in 1858, chap. 117 of the Statuées of that year. 


*Cf. Eighty Years of Progress, p. 192. 
3Cf. in connection with the foregoing summary, Sessional Papers of Canada, 1868, 
No. 73; also TROUT, of. cit. passim. 
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Some minor phases of policy were developed in the special 
railway acts of this period. A railway accident, on the Great 
Western, at the Desjardins canal, in 1857, in which seventy 
lives were lost, drew attention to the fact that there was a lack 
of sufficient supervision of the railways in the interest of the 
safety of passengers. The result of this was the law ‘for the 
better prevention of accidents.’’* 

A review of the special acts of this time shows a decided 
trend towards amalgamation, either of roads in actual operation 
or of charters. In 1851 the Montreal and Kingston was 
empowered to purchase the Montreal and Lachine.’ In the fol- 
lowing year the tendency towards consolidation received an 
important impetus. When the Grand Trunk was chartered an 
act was passed ‘‘to empower any railway whose railway forms 
part of the main trunk railway throughout this province, to 
unite with any other such company or to purchase the property 
and rights of such company. ... .”3 A later statute of the 
same year, which incorporated the Montreal and New York 
stated that the Montreal and Lachine Railway and the Lake St. 
Louis and Province Line Railway formed a portion of this road.* 
The same tendency was manifested in succeeding years. In 
1854, as has already been noted, a consolidation of the Grand 
Trunk interests took place. The somewhat ambitious project of 
constructing a line of railway from Lake Huron to Quebec was 
brought before the public in 1856. To form this line the North 
Shore Railway, the Vaudreuil, Montreal and Bytown, Bytown 
and Pembroke, and the Brockville and Ottawa, railways which 
had already been incorporated, were to be consolidated under 
the name of the Lake Huron, Ottawa and Quebec Junction 
Railway Company.$ 

Section nine of the railway act had included in the powers 


7 


of the railway power to borrow money at 8 per cent. In the 


* Statutes of Canada, 1857, chap. 12. 3 Statutes of Canada, 1852, chap. 39. 
* Statutes of Canada, 1851, chap. 143. 4 Jbid., chap. 46. 


5 Statutes of Canada, 1856, chap. 112. Of these roads the Brockville and Ottawa 


was completed in 1860; the others dragged on for years. 
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practice of the charters some differences appear. The Industry 
road was permitted to borrow money as it deemed expedient 
in sums not exceeding £8000 at any one time at 6 per cent.’ 
The Quebec and Richmond, chartered in the same year, permits 
the borrowing of not more than £150,000, at any one time, at 
6 per cent. The Great Western was allowed to borrow to an 
amount not exceeding one half its capital.? Ata later time the 
Massawippi Valley Railway was permitted to borrow to an 
amount not exceeding its paid up capital. In the act reviving 
the Port Whitby and Lake Huron Railway there is a more 
marked departure.t| The borrowing powers are bound down by 
a fourfold provision: (1) the bonded debt is never to exceed 
the paid-up stock; (2) a sinking fund is to be provided for the 
redemption of the bonded indebtedness; (3) the construction 
account of the company and all the other charges against 
capital are to be closed for each division of the road within 
twelve months after its opening; (4) all railway bonds of the 
company are to be convertible at par into stock of the company 
at the option of the holder of the bonds. 

Before 1851 there had been a lack of uniformity with refer- 
ence to the conditions attached to state purchase. An act of 
1850 provides that the railway may be purchased by the gov- 


ernment on giving three months’ notice, and paying in the paid 
up capital together with interest thereon.’ Another act of the 


same year provides that the purchase shall be effected by giving 
three months’ notice and paying over a sum equal to twenty- 
five years purchase of the average annual dividends for the seven 
years last past.° The general railway act was silent on this 
matter and in the special acts there is a lack of uniformity. 
Some charters contain provisions for assumption on fulfillment 
of defined terms, others do not. Even where provisions for 
assumption are contained the methods vary. In 1851 the pro- 
vision favored for this purpose was that six months’ notice should 

* Statutes of Canada, 1857, chap. 142. 4 Statutes of Canada, 1857, chap. 142. 

? Statutes of Canada, 1858, chap. 116. 5 Statutes of 1859, chap. 115. 


> Statutes of Canada, 1862, chap. 61. ° Jbid., chap. 117. 








216 JOURNAL OF POLITICAL ECONOMY 


be given, and the paid up capital plus the outstanding liabilities 
plus 6 per cent. thereon, and an additional sum of 10 per cent. 
on the total amount less the liabilities should be paid. In 1852 
while one charter provides that the road might be purchased at 
the close of twenty-one years on the payment of twenty years 
purchase of the average annual dividends for the seven years 
last past,’ another requires simply three months’ notice, the gov- 
ernment being then empowered to purchase on the same terms 
as are indicated in the preceding clause ;* and a third requires 
that four months’ notice shall be given and that thereafter the 
government might purchase by paying over the capital expended 
plus the liabilities and 6 per cent. on this amount together with 
10 per cent on the sum of these, the government being liable 
for all further liabilities of the railway.3 In 1853 the method 
varied between requiring three or four months’ notice, the gov- 
ernment being allowed to purchase on the conditions indicated 
in the last clause of the preceding sentence,‘ and a provision 
that when three months’ notice was given the road might be 
purchased on twenty years purchase of the average annual profits 
for the seven years last preceding.5 

The provision in the Grand Trunk charter for government 
directors has already been adverted to. The charter of the 
Cataraqui and Peterboro gives the government power to appoint 
one director.° 

A somewhat unique provision had been contained in the ear- 
lier charter of the Ontario, Simcoe and Huron Railway which 
permitted the company to raise funds for the construction of the 
road by means of allotments by chance, and distributions of 


prizes. This was repealed in 1852.7 

While the government had at an early date limited the 
amount of financial indebtedness it was willing to incur in order 
to aid railway enterprise, it did not, as might have been antici- 
pated, develop a comprehensive land subsidy policy. It was 


* Chap. 37 of the Statutes of this year. ? Jbid., chap. 38. 3 Jbid., chap. 43. 
4Cf. Statutes of Canada, 1858, chaps. 103, 135, 137. 
Sibid., cha 100. ° Jbid., chap. 135. 7 Statutes of Canada, 1852, chap. 51. 
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probably on account of the uncertain value of the public lands 
that the government did not develop a land subsidy policy. It 
had been suggested by Earl Grey that some portion of the pub- 
lic lands should be appropriated towards the construction of the 
Halifax and Quebec Railway." An offer had indeed been made 
that if the Grand Trunk were extended eastward from Trois 
Pistoles, a grant of one million acres would be made. Towards 
the end of this period a further recourse was made to this policy 
by the grant of four million acres to the Lake Huron, Ottawa 


and Quebec Junction Railway,’ and a further grant of 1.5 million 


acres was made to the St. Maurice Railway and Navigation 
Company.3 
Simon J. McLean. 


UNIVERSITY OF ARKANSAS. 


* Major Robinson's Report, p. 4. 
? Statutes of Canada, 1856, chap. 112. 3 Statutes of Canada, 1857, chap. 149. 








THE PLACE OF ADVERTISING IN MODERN BUSINESS. 


AmoncG the economies enumerated in the testimony before 
the Industrial Commission as resulting from the interstate com- 
bination of manufacturing plants, one of the most important is 
the saving in advertising. This waste of competition, it is claimed, 
is largely eliminated by consolidation and a social saving thus 
accomplished.* The implication is that advertising is an institu- 
tion peculiar to the competitive system, which will pass away 
with the growth of combination. It is proposed to examine the 
claim and the implication. Is advertising an outgrowth of the 
competitive system? Will the formation of combinations tend 
to its elimination ? 

Advertising is a mode of education by which the knowledge 
of consumable goods is increased. It sets forth the peculiar 
excellence of novelties, keeps in mind the merits of staple articles, 
and thus increases the general demand for commodities. Its 
media are newspapers and magazines, catalogues, circulars, 
exhibits, samples, placards, and sign boards. It success is 
measured by the amount of buying which it stimulates. 

‘In the chapter on “The Wastes of Competition” Professor Jenks says: “ The 
cost of advertising . . . . adds greatly to the cost of putting goods into the hands 
of the consumer It should not be forgotten that all this advertising does not 
increase proportionately the amount of soap or spices consumed. If it did, the adver- 
tising could scarcely be considered an economic loss. The purpose of the advertising 
is not chiefly to persuade customers to buy more soap or spices, but to use Pear’s 
instead of Colgate’s, or Ivory soap instead of Babbitt’s, or one favorite brand of spices 
instead of another. Such expense of advertising must, of course, add greatly to the 
cost of the goods to the consumer. It is probab!y not too much to say that in many 
lines it would be possible, if the competitive advertising were rendered unnecessary, 
to furnish as good quality of goods to the consumers, permit them to pick their brands, 
and charge them only one half the prices paid at present, while still leaving to the 
manufacturer a profit no less great than that now received. The men now employed 
in the work of advertising might well put their efforts to better use in the service of 
the consumers. High as is the artistic quality of some of the advertising, its educative 
effect would doubtless be reached in other ways at less cost.”— Zhe Trust Problem, 
pp. 28, 29. In an article in the Bulletin of the Department of Labor for July 1900, 
Professor Jenks is less certain of the savings in advertising resulting from combina- 


tions.—- Bulletin No. 29, p. 673. 
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Being a mode of education, the amount of advertising in any 
particular line varies directly with the novelty of the goods and 
inversely with the intelligence of the purchasers. Goods which 


are well known and in common use have less need of advertising 
than new and untried articles. Intelligent buyers also are less 
impressed by the arts of the advertiser, and are more independent 
in their choice than the ignorant and susceptible. The discussion 
may be narrowed, therefore, to its proper limits by distinguishing 
and marking off those articles and individuals with which the 
advertiser has nothing to do. 

Goods are purchased either for production or consumption. 
Production goods are bought for purposes of revenue. Their 
value is measured by the profit derived from their use. Consider- 
ations of taste and vogue do not influence their purchase. 
Examples of production goods are raw materials and machinery 
—iron, coal, cotton, lathes, engines, and looms. Each fills a 
definite place, to which it is well adapted. The value of pro- 
duction goods can thus be determined by fixed and definite 
standards. 

Consumption goods on the other hand are bought to minister 
directly to personal satisfaction. The criterion of their worth 
is the personal enjoyment which they afford. This enjoyment 
is not purely physical. It contains a spiritual element. The 
value of consumption goods, within wide and general limits, 
depends far more upon social standards and prescriptions than 
upon the brute satisfaction which their use affords. These 
standards are constantly changing and new forms of enjoyment 
are therefore demanded. The knowledge of these changes is 
diffused from the fountain heads of culture through the channels 
of trade to the consumer by means of advertising. Moreover, 
the higher total utility of a diversified consumption is always 
urging to a search after some new thing; new food tempts the 
palate, new vehicles, games, furniture, dishes, drapery and uten- 
sils heighten the enjoyment of domestic life; new combinations 
of color please the eye by variety. Opposed to the simple classifi- 
cations of productive goods, consumption goods are put before 
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us in infinite and ever-changing complexity. There are, for 
example, two hundred varieties of crackers. The primary 
textiles—-cotton, woolen, silk and linen—are so changed by 
mixtures, patterns and colorings, as to make countless varieties. 
The morning dish of porridge is supplemented by an increasing 
variety of breakfast foods. By-product economies of the large 
meat concerns, the skill of the gardener, cheap transportation 
and the new methods for canning and preserving, are a few of 
the ways in which American diet has been revolutionized. In 
consumption goods, standards of judgment are shifting, ill defined, 
and uncertain. No permanent norm of comparison can be 
found. 

Production and consumption goods differ, moreover, in the 
intelligence of their respective buyers. Production goods are 
purchased by individuals and corporations engaged in agriculture, 
mining, manufacturing, building and transportation. The test 
of excellence in the case of any such good, is the profit on its 
employment. This test, because of the uniformity of the goods, 
can be easily applied, and it is in most cases applied by excep- 
tional intelligence. The buyers of production goods, where 
large amounts are to be purchased, are selected for their peculiar 
knowledge, and are, moreover, provided with definite standards 
of valuation, which lighten the burden of judgment. The intelli- 
gence of the buyer is here at its maximum. The friction of 
adaptation of means to ends is at the lowest point. Of consump- 
tion goods on the other hand, all members of the community 
are purchasers, and the majority are little guided by intelligence. 
Their powers of discrimination and adaptation are imperfectly 
developed. Unlike the purchaser of production goods, the mass 
of the people are not ready to make the most of every new 
invention. Most of them are women, and women have had 
little to lift their minds above the low level of domestic tran- 
quillity. Their lives are narrow and monotonous, and their 
capacities are deadened by hard work or the routine exactions 
of society. The limited incomes are rigidly allotted to definite 
needs and leave small room for innovations. The attention of 
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such people can only be attracted to new articles by the strongest 
possible stimuli. The dealer or manufacturer who caters to these 
people must supply strong incentives and inducements. When 
he wishes to introduce new goods, he must make them attractive. 
He must excite desire by appealing to imagination and emotion. 
Above all, he must make his goods familiar to every class in the 
community. All this can only be done by extensive advertising. 
In view of these distinctions between production and consump- 
tion goods, it is to be inferred that advertising is little used in 
selling the first class, and largely used in the second. Common 
observation shows this to be true. 


I. 


Railroad companies are the largest buyers of production 
goods. The methods of purchasing will serve to show the small 
part which advertising plays in the field of production. The 
American railroad is never finished. The rapid development of 
the country demands constant improvements, more substantial 
road beds, heavier rails, iron bridges, improved equipments, and 
expensive terminals. Strong pressure from the community, as 
well as their own interests, have compelled railroads to build 
well and make use of every improvement. Life and property 
depend upon railroad construction. The damages exacted for 
accidents, the expenses of repairing, coercive legislation, and the 
demand for speed and convenience in a rapidly developing com- 
mercial life, have forced the railroads to buy the best goods from 
the most reliable manufacturers, and to go even farther than this, 
to adopt methods of testing the goods which leave the least 
possible scope to the individual judgment of the manufacturer. 
A system of inspection and testing according to specifications 
has been the result. 

Some tests have always been applied to determine the value 
of commodities. The armorer prided himself on a blade that 
would cleave a helmet. The rope-maker measured the strength 
of his product by the weight it would support. The guilds 


certified to the quality of the goods they produced. It remained 
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for modern industry, however, to realize the full possibilities of 
this system of determining by fixed rules the quality of com- 
modities. Railroad specifications, first employed by the Penn- 
sylvania, are now in general use. The outlines of the system 
are as follows: For large equipment (except bridges) bids are 
made upon the drawing submitted by the railroad.* 

The railroads buy from month to month large quantities of 
supplies, wheels, cotton waste, bar-iron, plates, steel castings, and 
oil. All this buying is done through the purchasing agent and 
his assistants. When supplies are needed, requisitions are sent 
in by the storekeepers. If a salesman has a new article to pre- 
sent, he brings it to the attention of the purchasing agent, who 
usually refers him to the testing department, where his samples 
will be examined. 

For regular supplies the company provides printed specifica- 
tions. All goods must come up to this standard. For example, 
steel articles are subjected to both physical and chemical 
tests. Special machines are employed for applying physical 
tests; such for example, as tensile strength. The chemical 
analysis is specially directed to make sure that sulphur and 


phosphorus do not exist in dangerous quantities. Each article 
is carefully examined, also, to be sure that the measurements 


‘Bridges are not built as often as other parts of the railroad and hence it has 
been cheaper to hire contractors rather than to keep up an expensive force. 

The Pressed Steel Car Company makes its own drawings, as it also owns the 
patents. The drawings, with the specifications, are elaborate. In addition to the 
general plan, there are separate specifications for the different parts. After the order 
is placed, arrangements are made for inspection. For instance, when work is begun 
on cars, an inspector who is a trained expert is sent to the mills, and he remains there 
until the work is completed. He must be coriinually on the watch to see that every 
detail is exact, that there are not four nails where there should be five, that the num- 
ber of bolts is sufficient, and that the lumber is well seasoned. If he should put a red 
cross on any plank, the plank would have to be taken out, even though all the work 
must be done over again. Not only is the inspector on the lookout for any attempt 
on the part of the contractors to give inferior material, but, where piece work is the 
rule, he must watch slack work on the part of the laborers. It is noticeable that in 
building locomotives where the men are on monthly wages, and every part, no matter 
how small, is indispensable, that the railroad allows the company to do its own inspect- 


ing and only tests the completed machine. 
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and weights are correct and that there are no cracks, seams, 
or flaws." 

The railroad companies have well-equipped laboratories. 
The men in charge are trained experts, who devote their time 
not only to the routine work of testing, but who are also con- 
stantly experimenting to improve the requirements of specifica- 
tions and reduce cost. In lubricating oils, for instance, the 
specifications follow changes in the weight of machinery and the 
power of engines. In this way, by means of specifications, the 
railroads obtain the quality of goods that they need. Close 
adherence to definite specifications is the condition universally 
imposed on all who would sell their goods. The manufacturer 
cannot afford to have goods rejected. The railroads aim to pur- 
chase the best. Novelties have no attraction for them until 
some special advantage is shown. 

The conditions that prevail in railroad purchasing are true 
generally in the field of production goods. The producer is fast 
becoming the agent of the purchaser. He makes such goods as 
the purchaser demands, following out the specifications as given 


by the buyer. Production is controlled by consumption. Dis- 


tribution, moreover, is greatly simplified by this method. Sales- 
men are fewin number. They are only needed to keep the frm’s 
name before its customers, to watch for possible large orders, 
and occasionally to urge the trial of a new article. 

When advertising is done in the field of production goods it 
is of a simple character, generally announcing merely the firm's 


* Testing is provided for in several ways. ‘There are sometimes small coupons 
attached to each piece which can be separated and tested. These coupons and 
the completed plates from which they are taken are so stamped and numbered as to 
be easily identified. Such coupons are used on steel castings. Sample axles after 
undergoing the physical tests have pieces cut off, which are treated like coupons. For 
certain goods extra articles are made. In the case of wheels, in each lot of one hun- 
dred, three extra wheels are furnished and the samples, which are chosen at random 
for tests, are usually destroyed or unfitted for further use. All articles that are made 
of steel, as they come from different heats, are so classified, and a specimen is taken 
from each heat. Otherwise they are classified by the hundred or on some numerical 
plan, and a specimen is taken from each pile, or bag, as in the case of waste. The 
whole lot stands or falls by the test of the sample. If further test shows the goods to 
be defective after they are shipped, they are returned at the maker’s expense. 





ee 
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name and the goods manufactured. If any further information 
is given it usually takes the form of guarantees and statements of 
quality. Catalogues, booklets, calendars, souvenirs, circulars 
and special articles in trade journals, all have their place as 
reminders of the firm’s existence. They give the information 
necessitated by a shifting and unstable condition of business. 
In selling production goods, advertising in relation to the total 
cost of production is an insignificant expense." 


Il. 


Since the growing intelligence of the consumer tends to 
eliminate advertising, as an important cost item, from the field 
of production goods, the nature and result of advertising can 
best be properly studied in connection with consumption goods. 
A consideration of the popular attitude toward advertising will 
here be in place. The position of the ordinary business man is 
summed up in the statement that advertising is a necessary evil. 
He says that he must advertise, for his competitors use this method 
to push their goods, but the results are uncertain. The impres- 
sion given is that advertising would be unnecessary if it were not 
used as a weapon in competition. The attitude of the public is 
that of good-natured tolerance. Even while they read the 
attractive or amusing advertisements in newspapers and maga- 
zines, they grumble at their number and obtrusive character 
The abuses are too much in evidence. Medical advertisements 
are often objectionable ; flaring posters on street corners are fre- 
quently eye-sores; the weary traveler becomes impatient at the 

‘One class of purchasers of production goods must not, however, be overlooked 

the farmers. There has recently been a great increase in advertising agricultural 
implements, directed not to the dealers but to the farmers themselves. The farmer is 
on the boundary line. He makes use of production goods, but he is frequently as 
inert in his attitude toward productive instruments as in his purchases of consumption 
goods. Few tarmers have yet realized the scientific possibilities of agriculture in the 
use of machinery, fertilizers and other improvements. Accordingly the majority are 


inferior in effective intelligence to other purchasers of production goods, and in this 
respect are rather to be classed, for the purpose of advertising, with the buyers of 


consumption goods. A campaign of education has become necessary, but with this 
distinctive feature, the advertising of such goods emphasizes quality and labor-saving 
devices. The object, as always in production goods, is to induce investigation. 
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staring street car ‘‘ads.,”’ the gaping signs, and above all, at the 
desecration of rocks and cliffs and beautiful scenery ; the house- 
keeper scowls at the doorway littered with circulars, and the 
passer-by refuses them. In spite of negative encouragement and 
occasional opposition, the cost of advertising increases. When 
a new article is to be put on the market, or a new enterprise is 
to be launched, advertising expenses are always calculated 
among the initial costs. The business man will not trust to his 
own knowledge, but he makes use of the advice of the large 
agencies which have been formed to systematize the business 
and handle it more intelligently. Some of the best business 
talent, as managers of agencies or heads of departments in large 
concerns, is being directed toward a study of advertising meth- 
ods. In New York the Bates agency has erected a building 
devoted entirely to advertising purposes. Special magazines 
deal with problems of advertising, and offer valuable suggestions 
and criticisms. Even in far-away country towns, the rival stores 
placard special sales of canning-jars and shoes, while in our 
large cities every grocery offers something at a special price. 
Although conspicuous advertising has always been considered 
beneath the dignity of reputable merchants, they try all manner 
of subtle means to attract customers; the store windows are con- 
tinually made more attractive, and sometimes they even sink to 
the level of placards of prices. Professional ethics forbid adver- 
tising, but some doctors and lawyers have used notoriety to the 
advantage of their incomes, while many clergymen have not hesi- 
tated to employ notices, sensational subjects, and music to 
increase their congregations. Publicity in desirable and unde- 
sirable forms is closely associated with financial success. Is this 
many-sided and many-colored fact of advertising merely an out- 
come of aggressive competition destined soon to pass away 
under conditions of greater industrial consolidation, or has it, 
altogether apart from the necessity which competition enforces, 
an economic mission and a social justification ? 

Let us recall our original definition: ‘Advertising is a mode 
of education by which the knowledge of consumable goods is 
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increased.”’ By education, lines of thought that lead to definite 
and co-ordinate action are made harmonious and mechanical. In 
other words, habits of thought that make it possible to properly 
relate new impressions to past experiences, to understand the 
conditions of life, and to know how to make the most of oppor- 
tunities are developed. The object of all effort is to gain satis- 
faction by the consumption of goods. The highest aggregate of 
satisfaction is obtained by a complete utilization of our material 
environment through the introduction of variety and harmony 
in consumption. An appreciation of variety and harmony is the 
beginning of a never-ending scale of expansion, which must 
necessarily lead to a rise in the standard of living. Not only does 
each variation in consumption develop new wants, but it induces 
better adaptation." The production of goods during the past cen- 
tury has been remarkable in the extent to which it has introduced 
new and better-adapted articles. Industrial improvements have 
placed a wealth of enjoyment within the reach of the masses. 
The rising standard of living has meant a larger demand for 
goods and a greater effort on the part of the individual to obtain 
them, and to retain the position which makes them possible. 
The individual becomes more ready to fight his way forward, and 
he strenuously resists an attempt to force him back to a lower 
level. Society is thereby benefited by the growth of energetic 
and efficient men and women. In this way desires have been 
increased, but the knowledge of how to best satisfy them is not 
always present. In order to discover to what extent the con- 
sumer directs the demand for consumption goods, it will be 
necessary to distinguish between the different classes of such 
consumers. 


* Variety in consumption means specialization in the use of goods. We do not 
have to trace back many generations to find fingers and knives doing ample table 
service in the ordinary household. At best, pewter spoons and two-pronged iron forks 
completed the equipment. Today silver and silver-plate are in general use, and forks 
and spoons are manufactured for special purposes. We have pickle and olive forks, 
strawberry and ice cream forks, oyster and fish forks; we have, also, berry spoons, 
sugar spoons, soup spoons, salt spoons, mustard spoons, in ever-increasing varieties. 
These examples may be multiplied in every field of consumption: food, house-furnish- 


ings, clothing, and amusements. 
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Progress in consumption can be defined as the varied and 
harmonious use of goods, and, therefore, consumers must be 
distinguished according to the degree in which they have 
approached the ideal. Society is usually divided into three 
classes of consumers—the upper class, the middle class, and 
the lower class. The ordinary basis for such a distinction is 
that of income, the ability to command a certain amount of 
goods. Further divisions are based on definite incomes, five 
thousand, one thousand, five hundred, as it may be. We are 
not concerned, however, with the ability to pay but the ability 
to want and choose. The classification used here, therefore, 
must have a psychological basis and must depend upon the 
degree in which the members of each class have overcome the 
inertia engendered by fixed habits and are ready to vary and 
harmonize their consumption. Having this in mind, the same 
classification can be used—upper, middle, and lower classes— 
but with a different signification. Among the upper class we 
find a cousumption, comparatively harmonious and varied. The 
middle class are constantly increasing the harmony and variety 
of their material means of enjoyment. The lower class is still 
the slave of simple and undiversified habits. 

According to this classification, the upper class is limited in 
number and only includes those who take advantage of every 
invention and who are always ready to broaden their consump- 
tion so as to include the most beautiful, the most harmonious 
and the best adapted goods. People with large incomes do not 
necessarily belong to this class. Excluded are those who lead a 
humdrum, narrow existence, and the people who simply indulge 
in conspicuous consumption without any appreciation of adapta- 
tion or esthetic fitness. 

From the time, when commerce began by the introduction 
of luxuries for the rich, novelties have been devised for the 
benefit of the dominant class. They were the first to use beds, 
chairs, shoes, collars, umbrellas, coffee, tea, sugar, and similar 
articles now familiar to all. Constant experiments have devel- 
oped these well adapted goods or staples, but it is only during 
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this century that the use of new goods has rapidly increased 
among the masses. The producer in order to increase his sales 
has found it necessary to encourage a large consumption of 
goods. He, therefore, produces in larger quantities imitations, 
in cheaper forms, of the goods once made solely for a limited 
class. The upper class of consumers today, like the consumers 
of production goods, is not composed of those who are attracted 
by mere novelty. The new article must display some superior 
features of adaptation or beauty. The consumer knows what he 
wants, and we may say, that he too deals directly with the pro- 
ducer; for although he may not demand certain goods, the 
producer recognizes his tastes and standards, and adapts his 
goods to them. These consumers, moreover, have their clothes 
made to order, they design their own ornaments, houses, and 
furnishings, and plan their festivities. In this way the upper 
class is beginning to control production. This class needs no 
further education. 

At the other extreme of society is found the class that has 
not yet developed wants of a qualitative character. The stand- 
ard of living is low because the adaptation to the environment 
is excellent and hence little variation is possible. Included 
here are all who are still in a caste system, for example, the 
Chinese, the coolies, the European peasantry. From generation 
to generation they eat the same food, dwell in the same houses, 
wear the same clothing, work at the same trades, and indulge in 
the same pleasures. The Hindoo who starves to death during 
the famine rather than eat wheat, and the Italian who imports 
macaroni and olives, and who puts up with expensive adulter- 
ated articles rather than change his diet are characteristic of 
the class. To them must be added the degenerate element of 
our city slums—the Jutes and Ishmaelites—who have become 
so shiftless and dispirited that they are willing to live from 
hand to mouth. On the border is the backwoods man who, in 
his isolation, has become inured to the hardships of his life and 
indifferent to the advances made in comfortable living. He is 
contented with a ham and egg diet, and he has implicit belief 
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in the superiority of everything homemade, from soap to butter, 
and from shock mattress to clothes. In general, education for the 
lower class must mean the excitation of new wants. The process 
could only be painfully slow unless some powerful outside influ- 
ence made a change in the environment. 





These two classes—the extremes of society —can be practi- 
cally eliminated from our study of advertising. One class con- 
tains the chosen few who have learned to be on the lookout for 
new goods and to utilize them at once. They do not need 
advertisements; a bureau of notification would be sufficient to 
introduce new articles. The other contains those whose habits 
are so fixed that only slow growth or a sudden strong force can 
move them. Advertising makes little impression upon them. 
In outlining these classes, it is not intended to draw arbitrary 
lines or make clear-cut distinctions. All that is desired is to 
indicate certain general tendencies. By the same process of 
elimination which restricted advertising as an educational force 
to the field of consumption goods, we now find that it plays but 
a small part in educating the two extremes of society and must 
be studied in connection with the great middle class. 

The middle class, from the standpoint of consumption, is 
more extensive than the middle class as estimated according to 
incomes. Every change which weakens the complete adapta- 
tion of the lower class to its environment brings recruits to the 
middle class. Every large increase in income does not take the 
individual into the upper class of consumers. It simply gives 
an opportunity for a more rapid and thorough education. The 
middle class inherits reactions from a past adaptation. The 
changes of modern life break up fixed habits, allow new wants to 
develop, and offer innumerable possibilities for their satisfaction. 
The incipient wants demand gratification, but the power of 
adapting means to ends is weak. The tendency is always to 
react along old lines. Hence the necessity to apply new stimuli 
to convert the individual to the use of new goods. Consumers 
of the middle class are not only limited by their inherited reac- 
tions, but they have restricted incomes, and they are busy people 
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who cannot be searching out new means for enjoyment, but must 
have them brought to their attention. Questions of price and 
convenience, therefore, are emphasized before those of adapta- 
tion and beauty.’ 

The middle class has reached the stage -in social develop- 
ment when co-operation along some lines is imperative. The 
constant intercourse and jostling together of different classes 
prepares the individuals for changes. The forces which are thus 
generated and which have always impelled to progress are imita- 


tion and emulation. Each class tries to equal and then surpass 


* As already said, women constitute the large body of consumers. This is espe- 
cially so in the middle class. The housewife chooses the home, selects the furnishings, 
provides the menus; she buys her own, her children’s, and often her husband’s cloth- 
ing, and plans the festivities. Nowhere have the old habits maintained their sway 
more tyrannically than in the ideals of the home. A separate ménage, with its waste- 
ful kitchen, with the small orders from many establishments, with its maid-of-all-work 
when men-of-all-work have no place in industry, with its personal housewifely super- 
vision over every detail—this is the accepted ideal. Some spiritual, incalculable 
element is supposed to be added to the food, if the mother or wife has a hand in its 
preparation. This is usually untasted by the outsider, but the initiated understand it. 
lhe mother must care more for her new-born infant, if she has hemstitched the little 
garment herself or sewed on each bit of ribbon orlace. To toil from morning till night, 
cooking, sweeping, sewing, converting partly finished products into more available 
goods for the consumption of a select few, giving to each the element of personality 
that has always been attached to domestic industries, and which ruins as well as per- 
fects —this is the life of the efficient and the ignorant housewife alike. The work is 
seldom done. Church, a few visits, calls, and teas come in as social duties to maintain 
the social position of the family. Spurred on by the ideals of home, this woman is 
hard to reach. She is frequently too busy to pay much attention to new things. She 
is skeptical of the utility of new goods. Ignorant of history, she does not know what 
strides have already been made. To convince her of the economies of direct co-opera- 
tion is at present impossible, but something can be done to arouse interest and excite 
the cupidity already stimulated by increasing wants, and she gradually takes advantage 
of new goods. Ready-made clothing lightens the sewing; carpet-sweepers, furniture- 
polishers, hard-wood floors, and better soaps make the house cleaner and more easily 
cleaned. For a woman who does her own cooking gas stoves and better untensils, 
prepared foods and canned goods decrease the amount of energy expended. More 
leisure allows her to expand in other directions. Bicycles give her a taste for exer- 
cise, theaters and entertainments brighten her life, and excursions offer an inducement 
to save in other directions; thus there may be a break in the long summer evenings 
spent in the neighborly gossip on the front stoop or the piazza. Accompanying 
all the early stages of innovation is a fear of wrong-doing, of disloyalty to ideals, and 
of the coming destruction of the foundations of society; but the next generation has 
no conscientious misgivings. 
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the class above. Each individual tries to outdo his neighbor in 
the goods he consumes and to increase the distance between 
himself and his inferiors. Moreover, there is the subordinate 
consideration of increased comfort and convenience. Dirt, dust, 
and noise are to be avoided; heating apparatus needs to be made 
more certain; brittle lamp chimneys, to be replaced by stronger 
ones; chapped hands to be made smooth; aching feet, to be 
shod with comfort—all the pains and manifold inconveniences 
of life to be alleviated; its hard work and heavy burden to be 
lightened. The above forces—imitation and emulation—have 
been gradually working revolutions in the consumption of the 
masses of the people, but in the sixteenth, seventeenth, and 
eighteenth centuries we look back and see goods transported in 
rude carts and wagons or in small vessels that were at the mercy 
of every calm. Within the last fifty years we have railroads and 
steamships, electric lines and automobiles, and by their increased 
speed we can measure the strides made in the use of new goods. 
The advances made in distribution required a quicker method of 
increasing the knowledge of goods—a method that stimulates 
imitation and emulation—and this is advertising. 

The ordinary individual, as already stated, has inherited reac- 
tions. The changes of modern life break up his old habits. An 
opportunity to form a new habit—-to be converted—is open to 
him, if the stimuli are present. Advertisements apply the 
stimuli. The successful advertisement is obtrusive. It continu- 
ally forces itself upon the attention. It may be on sign boards, 
in the street-car, on the page of a magazine, or on a theater 
program. Everyone reads it involuntarily, and unconsciously it 
makes an impression. It is a subtle, persistent, unavoidable 
presence that creeps into the reader’s inner consciousness: A 
mechanical association is formed and may frequently result in an 
involuntary purchase. All articles of a class become associated 
with the one advertised.* In addition to the involuntary increase 

* Royal Baking Powder becomes the symbol of all baking powders. In ordering 
her supply the busy housewife may forget the name of the new baking powder which 


her grocer has urged her to try, but the name of “ Royal” immediately occurs to her. 


“ Advertising is influencing the minds of the people. It is making them think as 
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of familiarity with goods, many people are impressed with the 
mere fact of advertising. For them the very obtrusiveness of 
the advertisement gives social sanction to the value of the 
article. The more stentorian the voice of the advertiser, the 
more unquestionably does the purchaser obey. 

We should not expect to find that advertising had emanated 
from the consumer himself. This method of making the public 
acquainted with goods has been resorted to because the modern 
system of distribution requires that goods be sold in large quan- 
tities. Production increases, competition becomes more fierce, 
and purchasers must be found. Business men recognize that 


advertising can increase sales by increasing the people’s famil- 


iarity with goods. This better knowledge of goods not only 


helps to educate the individual but trains him in other ways. 
His powers of discrimination are exercised and developed by 
the necessity of making a choice between the articles. Novelty 
advertising brings new articles to the knowledge of the unini- 
tiated. Competitive advertising has its social justification in that 
it brings other articles of the same elass to his attention, and 
thus forces a choice upon him. Through this selection he learns 
to estimate values, to develop his opportunities for substitution, 
and thus to reach a better standard. Even the abuses of adver- 
tising aid him, for he learns by his mistakes. 

Again, skillful advertising helps him to quickly adjust him- 
self to changing conditions. The advertisement sometimes 
creates a demand, sometimes directs it. The new article must 
create the demand. What greater stimulus can there be for an 
inventor than the fact that a method is in vogue by which a 
useful article can be immediately placed before the public with 
the probability of large and immediate returns? By successful 
advertising the masses are at once made familiar with more con- 
venient or economical ways of living. On the other hand, the 
producer who, as already shown, is in advance of the consumer 
you desire. It means utilizing all those forces which produce impressions and crystallize 


opinions. It is the creating of prestige —that quality which causes others to accept a 
statement without question.” — Handbook of Mahin Advertising Company. 
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is as yet best able to direct the demand. This is especially 
apparent in departinent-store advertising, where the needs of 
every season are met, and where innumerable articles, calculated 


to fill some unsuspected want, are placed in prominent positions 
to attract the buyer. A glance at the summer counters of a 


department store shows all manner of fans, cooling drinks, pic- 
nic and camping devices, light reading, pillows and parasols, 
while at Christmas time tempting arrays of goods are arranged 
to catch the eyes of those who have not decided what to buy. 
Advertising fixes new staples. Novelties can only be intro- 
duced at once by advertising, for as yet we have no central 
bureau of information established for disseminating the knowl- 
edge of new articles, nor are the masses ready to make any 
more use of such a bureau than they do of an exhibition. 
Staples are advertised under the following circumstances: (1) 
as leaders; (2) where a new use is advocated; (3) where there 
is a variation in form. When the first method is used it is 
merely a bait to attract purchasers, for when staples are placed 
on the bargain counter the purchaser can safely estimate his 
gain. Staples advertised under conditions two and three are 
practically novelties. Gas is an old stand-by for lighting, but 
for cooking and heating purposes we have a new use advocated, 
and attention is called to the fact by means of advertising. 
Variation in form is characteristic of consumption articles, and 
these changes give an excuse for continual advertising. Tea 
was one of the earliest articles advertised in England.' Recently 
the “blending” of teas has become customary and the value of 
the different blends is made known. The general forms of beds, 
chairs, and tables are familiar to all, but we find the Morris 
chair, folding beds, and fancy tables extensively advertised. 
Fashion plays an important part in directing these changes and 
stimulating sales. It is through advertising that the novelties 
or the staples with new uses or changes are given the same 


*“That excellent and by all Physitians approved China Drink called by the 
ChineansTeha by other Nations Zay alias Tee, is sold at the Sultan’s Head Cophee- 
Hfouse, in Sweetings Rents, by the Royal Exchange, London.” Mercurius Politius, 
September 30, 1658. 





————S— 
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familiarity as the long-established staples, and thus firmly fixed 
in the consumption of the people. 

By advertising the consumer is given a greater security as to 
the quality of the goods he purchases. It has already been 
shown that many tests exist for production goods. There are 
almost none for consumption goods. Sugar, salt, spirits, and 
petroleum have a test which the wholesaler can use. These and 
other staples are sufficiently known to the individual to make 
only insidious adulteration possible. The individual with his 
small demand, however, has no weapon against adulteration, 
inferior quality, or workmanship. If a manufacturer makes a 
poor fire box, the railroad will cancel the order and send else- 
where. Through the manager’s association the fact will soon 
become known to other railroads. There is such a lack of 
co-operation and mutual confidence in the field of consumption 
goods that the ordinary consumer has no redress against the 
adulteration of foods and unsanitary goods except the inade- 
quate force of legislation. The Consumers’s League is the first 
organized effort to meet this difficulty. To a certain extent 
advertising offers a remedy. In order to make the public 
familiar with goods, brands, stamps, distinctive methods of 
wrapping and packing have been devised, by which the consumer 
will at once recognize the advertised article. These brands and 
marks have not only the value of property to the producer, but 
they aid the consumer in quickly identifying the good article and 
in preventing substitutes being imposed upon him. The known 
veracity or long acquaintance with the character of the individual 
retail dealer becomes of less importance to the buyer. This sys- 
tem has become so prominent in ordinary sales that packages are 
gradually taking the place of loose commodities. The con- 
sumer obtains better goods in that he knows what he is pur- 
chasing. 

Advertising has benefited the consumer not only by giving 
him better goods but cheaper goods. The causes which have 
decreased the cost of many articles of everyday use are well 


known. It may, however, be safely claimed that advertising 
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has made it possible to increase the speed of this price reduc- 
tion. As already stated, it has enormously increased sales and 
stimulated the desire to make large profits from low prices and 
large sales. Again, it has made the masses familiar with low 
prices, and hence unwilling to pay high ones, thus forcing down 
all prices.' 

It is claimed that lower prices often mean inferior goods, which 
must be replaced long before the difference in price is made up 
in the wear of the article. May it not be argued on the other 
hand that this seeming inferiority has a distinct social value? 
Cleanliness is increased, disease prevented, choice stimulated, 
variety made possible, and the standard of living raised by buy- 
ing less durable goods. It is well that finely wrought furniture 
can be kept from generation to generation, but all will rejoice 
that the hideous productions of the past twenty-five years will 
not outlast the taste that produced them. There was a time 
when the expensive importations of broadcloth shone more and 
more brilliantly on the shoulders of each succeeding generation and 
the daughter wore her mother’s wedding gown; but those were the 
days of limited production. The spruce appearance of our city 
people of today comes from the fact that the low prices make it 
possible to discard half-worn garments before they are dirty or 
threadbare.” 


* The $3.50 shoe affords an illustration. When aman has purchased a satisfac- 
tory shoe for $3.50, he comes to doubt the advantage of the $5 or $6 shoe, and he 
feels that in such high prices he is paying tribute to a special name or make, or to 
the high character and high rent of the store. 


?In the field of consumption advertising has frequently meant an increased sale 
of all goods of the advertised class. A few prominent examples can be given. The 
invention of the “hump” hook and eye increased the sale of all hooks and feyes. 
Pettijohn advertisements and demonstrations helped to interest consumers in other 
breakfast foods. When the Franco-American soup entered the market, canned goods 
were not only unpopular but in disrepute. The company began very successful adver- 
tising by requesting an investigation of their finely equipped building and of the 
hygienic conditions under which the soups are prepared. The descriptions of the fac- 
tory and the excellent quality of the soups soon won them favor. Other soup com- 
panies have since entered the market. Recently Curtice & Company, of Rochester, 
began to push their soups in the field already occupied by the Franco-American Com- 
pany. The Rochester Blue Label soup is of equal quality and similar price to the 
Franco-American goods. Grocers expected that the competition would lead to a fall- 
ing off of the sales of the Franco-American soups. Instead, the advertising of the 
two soups has stimulated the sale of both. 
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Society gained when advertising was introduced. It is a 
positive not a negative force. To say of it, that it merely 
shifts sales, and that what is one man’s gain is another man’s 
loss, is to miss its significance. It is, no doubt, true that as a 
result of advertising the popular demand is constantly being 
shifted from one article to another, but an increase in the power 
of substitution means progress. In this redistribution some 
goods are always retained, while new articles are continually 
added. In conclusion of this part of our study, we may say 
that advertising in the field of consumption is a force working 
toward social improvement. It is a means by which the tastes 
and habits of the masses are revolutionized, and novelty, variety, 
and harmony introduced. Advertising, therefore, from the 
standpoint of the consumer has a social justification. Its aboli- 
tion is only desirable when all the consumers are educated ora 


better means of training them substituted. 


III. 


The recent formation of interstate combinations of industries 
brings into play new factors which may modify present condi- 
tions of distribution, and so modify the function of adver- 
tising. Following out the general line of our argument, the 
classes of goods in which trusts have been successfully 
formed must first be distinguished. Trusts have been gener- 


ally formed in the field of production goods and in the staple 
goods of consumption. A brief survey of the combinations 
whose stocks are listed on the New York Stock Exchange 
and which are mentioned in the commercial journals, will 


make this evident.’ 


*The largest number of combinations in any single industry have been formed in 
the various branches of iron and steel production and the allied industries which use 
iron and steel as raw material, including the American Tin Plate, the American Steel 
and Wire, and the Federal Steel Company as well as the General Electric, National 
Tube, or Consolidation Street Car Company. To these must be added trusts working 
in metals, such as the Amalgamated Copper and American Smelting and Refining 
Company, the Asphalt Company of America, the two large chemical trusts, the paper 
combinations, and miscellaneous trusts, such as the Rubber Goods Manufacturing 
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There are few important combinations in the field of con- 
sumption goods. The reason for this is plain. The industries 
which would first be combined into a trust are those whose char- 
acter is well known, for which there is a constant demand, and 
which require large capital and uniformity and intelligence in 
their management. It is in these simple and staple goods that 
competition is most disastrous. The constant demand for them 
induces many to enter the business and thus competition is 
especially destructive. A cut in prices cannot easily be followed 
by a rise under competitive conditions, for the quality of the 
goods is already known. In production goods, where there are 
regular tests, or in staple consumption goods with whose quality 
every one is familiar, claims of superiority are not easily made 
and profit is reduced toa minimum. The possibility of a large 
organization and the incentive to consolidation are at the maxi- 
mum in the production of such goods, and on this account they 
have been generally organized into trusts. Since the trusts are 
formed to manufacture articles that rank as production goods 
and staple consumption goods, we must conclude that for a 
majority of the trusts no great saving can be made by reducing 
the expenses of advertising. 

Let us turn our attention to some advertising facts in regard 
to trusts in consumption goods. We are interested in that 
feature of the trust which eliminated the wastes of competition 
and are, therefore, justified in including other natural monopo- 
lies which produce for general consumption. It will be necessary 
to recall the conditions under which advertising is indispensable 
to a producer: (1) to increase the consumption of goods, and (2) 
to introduce novelties. The by-products of certain trusts and 
Company, the American Hide and Leather, the Standard Rope and Twine, or the 
Linseed Oil Company. 

Turning to the trusts in consumption goods, the most important are in staples, 
such as oil, sugar, salt, meats, baking powder, starch, matches, ice, silverware, crackers, 
and tobacco. The bicycle too has practically become a staple through its extensive 
use. It is noticeable that there are almost no trusts in clothing where fashion plays a 


large part. The American Woolen Company and the United States Rubber Company 
cover but a limited field. 
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monopolies are specialties and novelties, and they are extensively 
advertised.” 

The railroads have few competitors along their own lines. 
They cannot greatly increase the demand for their facilities by 


driving competitors from the field. For ordinary purposes of 


* We find the large meat concerns pushing all manner of canned goods and soaps 
of various kinds. Mica grease, paraffine, and other products of the Standard Oil Com- 
pany have had their sales greatly enlarged because they have had the advantage of arich 
corporation to pay for the advertising. Moreover, oil is as familiar a commodity as 
sugar, and no one thinks of the Standard Oil Company as advertising their product ; 
but it is as much to the interest of the Standard Oil Company as to that of any other 
concern to increase the use of their commodity, and to do this they must advertise. 
Oil as well as gas is advertised as a fuel. This is done directly by advertising the 
Wickless Blue Flame Oil Stove. During last spring large advertisements of the 
stove, under the signature of the Atlantic Refining Company, were published in the 
Philadelphia papers. The Baking Powder Trust is based upon successful advertising, 
which, according to one witness before the Industrial Commission, is the only method 
of producing monopoly, while the American Cotton Oil Company owes the rapid 
growth of its business to carefully placed advertisements. 

There has been no better example of the conditions under which a trust 
must undertake advertising in order to increase consumption than that of the Uneeda 
Biscuit. Crackers have never been much advertised. Salesmen were extensively 
used, but methods of advertising, except occasionally to accommodate some dealer, 
were not employed. The managers of the National Biscuit Company, after com- 
pleting their organization, found that the capacity of their plants far exceeded the 
demand for the product. An old soda biscuit was put up in a new form under a name 
which could be cleverly manipulated. Half a million dollars was spent in advertise- 
ments. Sign boards, newspapers, and placards clamored for notice. The success 
was immediate, and the whole supply was soon exhausted. This advertising is being 
continued, for otherwise the sales would decrease. Moreover, the trust is now direct- 
ing the method of distribution to suit its own ends. Consumers are advised of the 
advantages of the package arrangement with the In-er-Seal in preference to pur- 
chasing louse crackers. 

The methods of the American Cotton Oil Company are especially instructive. 
Its products came upon the market as substitutes for beef fats and tallow, which held 
a strong position. The American Cotton Oil Company have won their way by supe- 
riority of product, ownership of patents, brands, and trades marks, and by a large 
business. “ Persistent attention has been given to the improvement of the quality and 
attractive presentation of the finished goods.” They say that no expense has been 
spared, “for the enlightened demand of the time was health foods and protection 
against impurities and contagion.” Their methods of advertising brought these facts 
to the notice of the public. In the report of 1893 the company reported that the 
business during the previous year had “ particularly developed in connection with the 
advertising of cottolene and gold dust.” 
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business and travel they control the situation, but they recog- 
nize the necessity of stimulating the largest possible use of their 
facilities. To encourage this potential traffic they must adver- 
tise. While the objection might be made that the railroads 
enter the competitive field when they attempt to increase travel 
for pleasure, this cannot be said of street railways where all the 
lines are under the control of one company. In various cities 
we find the street railway companies anxious to stimulate pleas- 
ure travel upon their lines.” 

The United Gas Improvement Company, of Philadelphia, is 
a monopoly entirely free from competition. This company, 
however, has entered the field of advertising. Thirty to 50 
per cent. of the people of Philadelphia who live in the old part 
of the city do not use gas. It is the object of the gas company 
to persuade this large population to make the necessary change. 
The company is also urging the advantages of using gas for 
cooking and heating purposes. They advertise in the newspa- 
pers; they place gas ranges in store windows and they call 
attention to every fluctuation in the price of coal, such, for 
instance, as that caused by the recent strike. In this way they 
have largely increased the demand for their product. 

From the examples given, it is evident that a trust, or 

*Expensive advertising among the railroads is on the increase. The Santa Fé 
road has long made a point of it, but all the principal roads are now paying special 
attention to the advertising methods. Magazines and newspapers are used as media; 
pictures, maps, and booklets are distributed ; the attractions of certain trips or the 
scenery, fishing, or climatic possibilities are enumerated; excursions are regularly 
organized, and special circulars are sent to bank cashiers and other citizens who fre- 
quently travel. All this is done with the desire to stimulate travel for pleasure. 
Moreover, all these advertisements are of a high class. They are never offensive, and 


they are sometimes valuable contributions in the way of good pictures and descrip- 
tions of the country. 


?In Chicago, for example, during the past summer, the newspapers were full of 
advertisements pointing out the coolness, the sights, and the pleasures that could be 
enjoyed for one dime spent in street car trips. Special features, such as the playing 
of the Yerkes fountain or the meeting of the G. A. R., suggest to the fertile mind of 
the advertiser the opportunities offered for riding on the street cars. Special induce- 
ments also are held out for trolley parties. Elsewhere the city railways encourage 
the building of parks and resorts in advantageous positions. 
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monopoly, may often find it not only advantageous but even 
necessary to advertise, the more so in many cases from the 
fact that the resources of a large company make it possible to 
advertise on a scale which gives large returns in a short time. 
Whenever it is desired to sell more goods, to get a share of the 
surplus expenditure which can be shifted from one class of 
goods to another, advertising must be resorted to. The control 
of industry, whether it be single or multiple, does not effect the 
question of advertising. 

Those who claim that a saving in advertising expenses is 
one of the necessary economies of trust organizations, base their 
statements on the wastefulness of advertising. There are two 
kinds of waste—social waste and individual waste. It is possi- 
ble to have a social gain from what may be a waste to individ- 
uals. As already shown, while the majority is ignorant, some 
merely competitive advertisements, although an actual loss to 
the individual producer, educate the people. There is much to 
be said, however, regarding wastefulness due to lack of skill in 
advertising. To be successful,anadvertisement must be effective. 
If it does not arouse interest, the money is wasted. It is fre- 


quently a waste to spend too little money. The question 


involved is that of the methods used, not of the amount of 
money expended. Advertising experts differ as to the possi- 
bility of reducing advertising to a science, but they all acknowl- 
edge the importance of skill. True economy is, therefore, the 
development of better and more scientific methods, which can 
be developed in any large business as well as bya trust. In 
fact, we have examples of marked successes made in the adver- 
tising of some small novelty, while one trust at least has given 
evidence of actual blundering.* 

* The American Bicycle Company, in order to reduce advertising expenses dis- 
charged its expert advertisers soon after its organization. Because of the outcry 
against trusts, the American Bicycle Company wished to hide the fact as far as possi- 
ble that its products were made by atrust. The bicycle business is in a peculiar con- 
dition. It is no longer the fashion to ride bicycles, interest has cooled and the 
reaction has set in. The bicycle is used largely for business purposes and many people 
are supplied with wheels. Under the circumstances the best advertising skill was 
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Who pays for advertising ? Those who claim that the trust 
can economize in advertising make the consumer the gainer in 
lower prices. The assumption is that the consumer pays the 
advertising bill. This has yet to be proved. The economy of 
large selling is such that the manufacturer can often afford to 
pay for it. In fact low prices are necessary in order to increase 
the sales and put the article within the reach of the consumer. 
There are indications, however, that an economy comes in 
changing methods of distribution rather than in curtailing 
advertising." 

A marked characteristic of recent advertising is that it is 
directed to the consumer and not to the dealers and middlemen. 
Take for example flour. Ever since patent flour was put on the 
market, the advertising has been directed to the housewife. The 
theory is that in this way the goods sell themselves. The con- 
sumer demands them from the retail dealer, and he, from the 


required to stimulate interest in bicycle riding. It was necessary to excite a jaded 
taste. What do we find? In the early months of the year the magazines contained 
advertisements similar to those of the past and arranged as if the various makes were 
in close competition. On the same or succeeding pages, twenty-five-dollar, forty- 
dollar, and seventy-five dollar wheels are each claimed to be the best. Confidence in 
price must be shaken by such statements, 


* “We are selling our whiskies for 15 cents that before never could be manufactvred 
for 15 cents. Of course, the thing is self-evident. We also make better profits, but we 
do not take this from the consumer. We get the profits of that great middle class, you 
know... .. 4 About 40 million dollars are lost somewhere between the distiller and 
the consumer. It goes, of course, in trying for trade, for business. You will see 
about the firm here, Hunter’s whiskies, advertised in the newspapers and everywhere 
else —electric lights blazing —and all costs a pile of money. They have salesmen 
scouring all over the country. All that thing is wrong; it is preposterous; it does 
not enable the consumer to get better whisky; it only makes him pay a better price. 
Coming down here I saw on the street two shoe stores: Douglas was one and the 
other I do not remember. They are very great shoe manufacturers. They have shoe 
stores in every village of the United States and they are selling right to the con- 
sumer for two-and-a-half or three-and-a-half dollars good shoes. ... . That is what 
the thing is accomplishing, it is bringing the manufacturer and consumer closer 
together every minute and it will result, just like all other labor-saving machinery has 
resulted, in saving the consumer and the widening of the purchasing capacity. It will 
enable him to use things which he never dreamed of using before.”—/ndustrial Com- 
mission Report, vol. i. p. 829. Whisky test. (Bradley) Advantage in saving in sales- 
men, advertising, etc. ; 
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jobber. The retail dealer thus loses his importance as a middle- 


man, and becomes a mere agent. In this way the dealer’s profits 
can be cut down. The manufacturer and consumer are brought 
closer together, while there is a possibility of eliminating the 
middleman, as in the case of certain productive goods. It is 
evident that the retail dealers feel this danger. The various 
associations are trying to protect their members. The grocery 
journals are full of articles from individual dealers showing the 
mistake the manufacturer is making in not using the dealers to 
push his goods rather than advertising. The retail dealers state 
that they are obliged to keep the highly advertised articles on 
their shelves, although there is no profit in their sale. More- 
over, these are the articles which are frequently used as leaders 
and the prices are cut.’ 

A strong corporation will always make use of the best busi- 
ness machinery. The advantages of trust organizations are not 
merely those of economy, but of opportunities to use the best 
methods. Trusts formed in production goods will have few, if 
any, changes to make in advertising methods. Where, however, 
trusts are formed in consumption goods, the economy to be 
exercised will be in developing more skillful methods and mul- 
tiplying results. Advertising is the best method for increasing 
consumption and the trust should be able to use it to the great- 
est advantage. Advertising is still needed by the consumer and 
the producer. The means now used to sell production goods, 
where advertising is reduced to a minimum, may approximate 
to the ideal conditions of distribution, but only where all arti- 
cles are thoroughly adapted to their uses, consumers universally 
intelligent, and information well distributed can advertising be 
advantageously dispensed with. 

EmiLy Focc-MEADE. 

UNIVERSITY OF PENNSYLVANIA. 

‘The position of the retail dealer is illustrated by Pear’s soap. This soap is 
continually advertised. Its original price was 15 cents. Now it sells for 10. The 
dealer must pay $1.25 a dozen if he buys in small quantities, but he can get it for 


$1.20 a dozen in larger quantities. He not only cannot make a cent on the sales, but 
the soap is friable andean expensive article to handle. 




















OPPOSITION TO MUNICIPAL 
ENGLAND. 


THE SOCIALISM IN 





DuRING recent years local authorities in England have been rap- 
idly and widely extending their sphere of operations in various indus- 
trial undertakings. This enlargement of the business of town and 
borough beyond those purely governmental functions which they have 
enjoyed for centuries, involving as it does active participation in indus- 
tries formerly owned and managed altogether by private enterprise, 
has been called municipal socialism. In cases where the avowed object 
of the promoters is to reap profits which may be devoted either to the 
improvement of the industry in which they are gained, or to the build- 
ing up of some other, the term “municipal trading” is applied. 
Though there is considerable confusion of terms, it is this phase of 
municipal growth which has provoked the strongest opposition. 

The closing decade of the nineteenth century witnessed a phenom- 
enal growth of this policy, both as regards the number of municipali- 
ties adopting it and the assumption of novel undertakings by those 
already engaged in furthering public enterprise. Consequently ani- 
mated discussions have arisen over the limits of public and private 
enterprise. The question of what is a universal user, and whether only 
such industries as fall under that category ought to be publicly owned 
or controlled, have been commented on in many different ways, and 
with widely divergent results. Majority and minority users have been 
debated upon in the same way. Profit making; the application of 
profits to different purposes, such as decreasing rates, supporting other 
industries, or general improvements in machinery or management; the 
manufacture and sale of by-products; and the manufacture and sale 
of instruments for using the ordinary products, for example, stoves 
and gas fixtures, are all unsettled questions confronting the govern- 
ment and the opponents and advocates of municipal socialism. 


In entering upon a discussion of the various questions broached, it 
is imperative to have a clear idea of the geographical, industrial, and 
financial extent of the movement. Approaching these topics sepa- 
rately, the geographical status deserves first consideration. ‘There are 
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719‘ municipal and other local bodies in the United Kingdom. Of these 
339 are engaged in industrial undertakings, 265 in England and 74 in 
Scotland, or a trifle more than 45 percent. These towns and boroughs 
are not confined to any particular section of the country, but, on the 
contrary, are widely and rather evenly distributed. In Scotland the 
proportion is somewhat higher than in England. The different coun- 
ties are represented as follows: 
Southeastern.— Berks, Kent, Southampton, Surrey, 
Sussex, Isle of Wight - - - - - 34 
South Midland.—Bedford, Buckingham, Cambridge, 
Isle of Ely, Hertford, Huntingdon, Northampton, 
Oxford, Soke of Peterborough - - - - 
Southwestern.—Cornwall, Devon, Dorset, Somerset, 
Wilts - - - - - - - - 
Eastern.—Essex, Norfolk, Suffolk - - - - 
West Midland.—Gloucester, Hereford, Salop, Stafford, 
Warwick, Worcester - - . - - - 
North Midland.—Derby, Leicester, Lincoln, Notting- 
ham - - - . - 
Northwestern.--Chester, Lancaster 
Yorkshire.—— - - - - 
Northern.—Cumberland, Durham, Northumberland, 
Westmoreland - - . - - - - 
Monmouth and Wales.—Monmouth, Anglesey, Car- 
narvon, Denbigh, Montgomery, Brecknock, Car- 
digan, Carmarthen, Glamorgan, Pembroke - ae 
Scotland.— - - - . . - . - 74 
Although this table? shows that the interest in municipal socialism 
is prevalent throughout Great Britain, it can also be seen that the 
highest stage of development has been reached in the north, across 
Lancashire and Yorkshire. Here are found the great manufacturing 
and commercial towns, Manchester, Liverpool, Oldham, Bradford, 
Huddersfield, Leeds, Sheffield, and Hull. Public ownership and opera- 


tion is widely carried on in all of them. 

Some towns hold their markets by ancient charter, but the rest of 
their industries are of recent growth. The public works are distributed 
thus :3 


* Parliamentary Report, p. 4, qu. 13. 
?Compiled from Parliamentary Papers, Nos. 88 and 347. See Report, Appen- 
dices B and C, 


3 Jbid. 
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England Scotland Total 

Waterworks - - - - 173 53 226 
Gas works - - - - 85 34 119 
Markets - - - - : 195 2 197 

Tramways - - . a 4 15 3 18! 
Electric lighting - - - 54 6 60 
Baths, etc. - - - - 110 2 112 
Cemeteries - - - - 63 I 64 
Working-class dwellings - 7 fe 7 
Piers, quays, etc. - - - 14 I 15 
Tosl- + + 716 | 102 818 





Sewage-disposal works, allotments, slaughter-houses, public libra- 
ries, harbors, and other undertakings from which revenue is derived, 
are also carried on by many towns. But these industries are consid- 
ered as inseparably bound up with the ordinary governmental func- 
tions, and therefore not to be discussed as having any part with 
municipal socialism. Among the more unusual enterprises are wash- 
houses, crematories, gymnasia, apparatus for games in parks, lodging- 
houses, manufacture and supply of electrical fittings, provisions for 
entertainments with power to charge admission, manufacture of residual 
products of gas, omnibus service in connection with tramways, refresh- 
ment rooms, refrigerators, manufacture and sale of ice, acquisition of 
patent rights, construction of dynamos and steam engines, insurance, 
manufacture of concrete paving, supply of sea water for private purposes, 
provision of nurses for infectious diseases, and construction of cata- 
combs.? The exercise of these novel powers is what arouses the 
strongest opposition. 

Ihe amount of capital’ involved in these industries is $440,726,- 
975. Ninety-four-per cent. of this is borrowed, the other six being 
provided by the corporations. Thirteen per cent. has been paid off, 
and four is in sinking and loan funds. More than half the entire 
capital is invested in waterworks construction and operation. Almost 
a quarter of the capital is connected with the supply of gas. A list of 


*Operated ; 48 others simply owned. 


? Parliamentary Report, p. 462, Appendix I. Paper handed in by Mr. Sidney 
Morse. 


3 Parliamentary Paper 88. The figures are up to March 31, 1898. See Report, p. 
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the undertakings with the amount of capital used in each will best 


show how this great sum of money is dispersed :* 


Waterworks - - - - - - $242,174,450 
Gas works - - - - - - 100,878,820 
Piers, quays, etc. - - - - . 23,987,445 
Markets - - - - - - 23,851,505 
Electric lighting : - - - - 17,083,555 
Tramways” - - - - - - 16,068,270 
Baths, etc. - . - - - - 7,490,395 
Cemeteries - - . - - 5,214,365 
Working-class dwellings — - - - - 3,593,170 
Miscellaneous - - - - - 371,000 


Considering the credit of the account, the average annual income 
from all the industries amounts to $44,491,880 and the net profit to 
$18,068,340. The average yearly payment of principal and interest 
on the borrowed capital is $15,636,355. ‘The increase in the outstand- 
ing loans of local authorities by five-year periods is shown in this 
table :? 


1874-5 - ° ° . - - - $ 464,100,500 
1879-80 - - - - - - 784,670,350 
1884-5 - - - - - - - 866,039,840 
1889-90 - - - - - - 993,356,560 
1894-5 - - - - - . - 1,176,695,245 


In 1896-7 the amount was $1,260,667,870. 

At present the state of municipal socialism is one of uncertain sus- 
pense, for until the final report of the parliamentary commission is 
made public the limits of its activity in the future remain unknown. 
The attitude of the government during the past few years has been 
liberal, and legislation has conduced to the extension of local author- 
ity, for it was once quite a difficult matter to persuade any of the 
corporations to undertake duties and responsibilities outside of that 
demanded by their purely governmenial functions. Confidence grew 
after some years, and a number of towns took advantage of the gov- 
ernment’s offers. By still further grants of power Parliament encour- 
aged this movement. The Electric Lighting Act of 1882 permitted 
local authorities to supply persons beyond their own districts. Dur- 
ing that and the following decade a large number of special acts, 
' Jbid. 
7 Appendix, House Report, p. 459. Paper compiled by Mr. Morse from the Local 
Government Board’s 7wenty-eighth Annual Report. 





















MUNICIPAL SOCIALISM IN ENGLAND 247 


standing orders, improvement acts and corporation acts have placed 
the local authorities in an undefined and conflicting relation with the 
Board of Trade, the Home Office, the Local Government Board and 
Parliament. The eagerness to encourage local improvements resulted 
in legislative latitude. Special grants interfered with standing orders, 
and the work of parliamentary committees interfered with the work of 
other departments. Asa result the government seems to have lost its 
grip on the subject." The evidence of government witnesses before 
the commission tends to confirm this assumption. Local corporations 
generally are aware of this and are taking advantage of it to secure all 
the leeway possible. The result is a certain lack of prevision and a 
rashness that has involved several towns in financial and administrative 
difficulties. 

The popular attitude to the whole question seems to be that of 
indifference. At least they raise no very strong objections from the 
consumer’s and user’s standpoint. Nor do those of the people who 
have to face the question as ratepayers. Assent is the verdict of the 
ratepayer, the consumer, and the user. From the business quarter, 
however, comes a powerful opposition. It unites the great financial 
interests whose welfare is so closely connected with the big private 
commercial and manufacturing establishments of the country. To 
them all this increase of public enterprise is an encroachment upon, 
an invasion of, the domain of private business. It is on this conflict of 
public and private enterprise that the opposition to municipal social- 
ism has concentrated. They claim that the service of private com- 
panies is better than that of public corporations ; that private companies 
‘ induce competition which is the life of all business, while public opera- 
tion creates a monopoly and produces business stagnation; that com- 
petition compels modern improvements and methods, while public 
monopoly discourages invention or improvement of any kind; that 
with a lessening of private business goes a lessening of individual 
effort and energy. 

Such a discussion opens up the question of the public engaging as 
a body in the performance of that which was formerly carried on by 
private parties. If the products of private enterprise satisfy the pub- 
lic demand, what reason is there for changing the manner of produc- 
tion? If all public and private utilities and conveniences, all the 
commodities and necessaries of life, all the fruits of the combined 


"Evidence of Sir Courtenay Boyle. Report, pp. 3-20, 347-376. 
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efforts of nature, labor and capital, can be better produced and dis- 
tributed by men as individuals than by men as a corporate body, why 
should private enterprise be subjected to this new competition and 
not allowed the free path it has been wont to pursue? Is this but 
another step in that evolution of industry which caused the factory to 
supplant the individual laborer, the partnership to succeed the single 
manufacturer, and the corporation to absorb the partnership? This 
is a recent departure in government function. There is under- 
lying the movement a strong indefeasible cause which a brief résumé 
of the economic, social, and political history of the past century 
may discover. The mutual interdependence of these three phases 
of change and growth makes a separate treatment of each impossible. 
Che industrial revolution brought about a readjustment of population. 
Manufactures drew upon the rural districts and gave birth to the mod- 
ern city. Commerce received a new lease of life, and produced 
another drain on the country. Economy of space and time became 
essential to success. The great, congested centers of population grew 
rapidly. Business methods were revolutionized. They absorbed all 
of man’s energies, and government suffered. New conditions demanded 
new methods in governmental administration, especially in the towns. 
Improved sanitation, rapid transit, artificial light and pure water sup- 
ply taxed the ingenuity of the authorities to the utmost. After the 
essentials came the demand for other conveniences, then for educa- 
tional facilities, then for means of recreation. All these matters caused 
the extension of municipal government. At first private individuals 
with capital behind them relieved the authorities of certain duties. 
Then they joined hands and the company became a public servant. 
But as the towns increased in wealth, and more able men went into 
office and public opinion strengthened, with an eye to greater perfec- 
tion in public service, Parliament began to grant to the municipal cor- 
porations the privilege of doing their own work. ‘The opportunity for 
self-employment, the sense of co-operation, and the personal interest 
of the public has increased this. This may be the ratson @étre of 
municipal socialism in England. 

The many industries now carried on by town corporations were 
formerly conducted by private business concerns. Of necessity the 
revenue of some companies has been cut down. In some cases com- 
panies have had to quit business altogether. Grievances of these com- 


panies have been aired in Parliament. The irresponsibility and 
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indefiniteness of the government’s position in the matter have added 
to the confusion. Finally the whole controversy was referred to a joint 
select committee of ten members of Parliament, five lords and five 
commons. The object of the inquiry is to make special investigation 
of the question of novel powers and the extension of industrial under- 
takings beyond the town’s borders, and to make suggestions as to the 
limits of municipal trading in the future.* 

Fifteen sittings were held between the 18th of May and the 27th 
of July, and thirty-five witnesses examined. 

The witnesses may be roughly divided into three classes, as repre- 
senting (1) the government, (2) the municipal corporations, (3) general 
business interests.” 


*On May 1, the following commons were appointed members of the committee : 
Mr. Grant Lawson, Mr. Hobhouse, Sir Samuel Hoare, Sir Walter Foster, and Sir 
Leonard Lyell. Later Mr. Lewis Fry was substituted for Sir Samuel Hoare. The 
Lords appointed Lords Rothschild and Windsor, Viscounts Peel and Hampden, and 
the Earl of Crewe. Some of these Peers and Commoners had had municipal experi- 
ence. (Municipal Journal, May 25, 1900.) Mr. Fry was prominent in the affairs of 
the Bristol corporation, and at one time chairman of the local school board. Lord 
Windsor was Mayor of Cardiff in 1896. Viscount Hampden has been a county 
councilor for Herts. Mr. Hobhouse is an authority on local-government law, and 
has written for publication on the subject. He isthe author of the County Councilor’s 
Guide. Viscount Peel held the positions of Parliamentary Secretary to the Poor Law 
Board and later to the Board of Trade twenty years ago. Sir Walter Foster’s experi- 
ence is more recent, for in 1895 he was Parliamentary Secretary to the Local Govern- 
ment Board. The Earl of Crewe who has made some study of municipal affairs was 
chosen chairman. Their commission read as follows: “to consider and report as to 
the principles which should govern powers given by bills and provisional orders to 
municipal and other local authorities for industrial enterprise within or without the 
area of their jurisdiction.” Witnesses were examined by the question and answer 
method, and were allowed to hand in written tables and statements. 


?In the first class are Sir Courtenay E. Boyle, permanent secretary to the Board 
of Trade; Mr. Albert Gray, counsel to the Lord Chairman of the Committees in the 
House of Lords; Mr. Charles Troup, a principal clerk at the Home Office; Hon. E. 
Chandos Leigh, counsel to the Speaker; Mr. S. B. Provis, secretary to the Local 
Government Board; Mr. Alfred Bonham-Carter, referee on the Private Bill Committee 
of the House of Commons; the Earl of Morley, chairman of Committees in the House 
of Lords; Mr. Charles W. Campion, examiner and taxing officer in the House of 
Commons; and Sir Robert Hunter, solicitor to the Post Office. 

As representatives of the town corporations the following appeared: Mr. W. G. 
Floyd, elective auditor for the city of Birmingham; Mr. Orford Smith, town clerk of 
Birmingham ; Sir Thomas Hughes, an alderman of Liverpool for twenty-three years, 
justice of the peace, and member of the Liverpool Chamber of Commerce; Mr. James 
W. Southern, for twenty three years councilman of Manchester, and a representative 
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The Report on Municipal Trading embodies the results of these 
fifteen sittings. It is a ‘‘blue book” containing 350 pages of testi- 
mony and 150 of statistics in the appendix; 4408 questions and 
answers form the testimony and twenty-three papers in the appendix. 


on the Ship Canal Board; Mr. David S. Ward, for fifteen years alderman of Harrow- 
gate; Mr. Samuel Chisolm, Lord Provost of Glasgow; Mr. William J. Jeeves, town 
clerk of Leeds, formerly of St. Helen’s and later of Peterborough; Mr. John M. 
Hayton, town clerk of South Shields, solicitor to the corporation and clerk to the 
Urban Sanitary Authority; Mr. David S. Waterlow, member of London County 
Council, and chairman of Housing of Working Classes Committee; Dr. George C. 
Kingsbury, mayor of Blackpool, member of Lancashire County Council, and vice 
president of Lancashire Non-County Boroughs Association; Mr. John W. Benn, 
member of London County Council and chairman of Highways Committee. 

Private business concerns sent the following men to lay their interests before the 
commission: Mr. Sydney Morse, chairman of Municipal Trading Committee of the 
London Chamber of Commerce, and ex-officio member of the London County Council 
Mr. Emile Garcké, a member of the Institution of Electrical Engineers; Mr. A. A. 
Campbell Swinton, a member of the Institution of Civil Engineers, and managing 
director of several companies; Sir Benjamin C. Browne, chairman of R. & W. Haw- 
thorn, Leslie and Company (engineers and shipbuilders), formerly assistant engineer 
under River Tyne Commissioners and to the Isle of Man Harbour Commissioners, 
twelve years town councilor and two years mayor of Newcastle, Poor Law guardian and 
magistrate for Newcastle, Northumberland, and Gloucestershire, also director of two 
electric lighting and some other companies; Mr. William M. Murphy, a railway and 
tramway promoter, a director in several undertakings, chairman of Dublin United 
Tramways, director of Cork Electric Tramways and Lighting, Belfast Street, and 
London Southern Tramways Companies; Lord Avebury, president of English Bankers’ 
Association, Association of Chambers of Commerce, Statistical Society, Building 
Societies’ Association, and vice president of London Chamber of Commerce; Mr. 
William L. Magden, a member of the Institution of Electrical Engineers; Mr. Dixon 
H. Davies, secretary of Chesterfield Chamber of Commerce; Mr. Robert H. Smith, 
general secretary of the Ironmongers Federated Association; Mr. George Livesey, 
chairman of the Gas Companies Protection Association, member of the Institution of 
Civil Engineers, and chairman of South Metropolitan Gas Company; Mr. James 
Kelly, magistrate for Glasgow, and member of Board of Management of Traders’ 
Defense Association of Scotland; Mr. William Shepherd, a builder and contractor, for 
several] years a member of the Metropolitan Board of Works, past president of London 
Master Builders Association, and member of Institute of Builders; Mr. Gerald Briggs, 
chairman and managing director of Shap Granite, Victoria Patent Stone, Croft 
Granite Non-slip Stone, Imperial Stone, Joseph Brooks and Sons Companies; and 
Mr. Edward L, Gaine, General Manager of National Telephone Company. 

lhere is one witness who can hardly be properly placed in any of these classes, 
Mr. William Maxwell, president of the Scottish Co-operative Wholesale Society. 
Although he represents business interests, they are not of a private nature, but rather 
of a socialistic tendency. Contrary to the opinion of the other business men he is 


decidedly in favor of municipalized industries. 
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These latter are a thirty-page ‘‘memorandum on the relation of local 
o fo) 


, 


authorities to electric lighting, gas, and tramway undertakings ;”” two 
reprints of parliamentary papers giving a detailed account of municipal 
industries, geographical, financial, and industrial, in England and 
Scotland ; six papers compiled by Mr. Morse, which will be further 
considered with his testimony ; four papers from government officials, 
five from Messrs. Waterlow, Livesey, and Swinton (illustrating points 
in opposition), and seven from witnesses friendly to the policy of 
municipalities engaging in business enterprises. 

Although various objections were raised during the examination of 
government witnesses to the advantage taken under the law by local 
bodies to exceed their powers, the purpose of the committee was not 
to secure any expression of opinion from them, but merely to discover, 
if possible, the precise relation existing between these local bodies, on 
the one hand, and the Board of Trade, the Local Government Board, 
the Home Office, and the Standing Committees of Parliament on the 
other. But from witnesses representing private business of any kind, 
expression of opinion as a result of experience or observation was 
desired. It is from these that the strongest and most fundamental 
arguments against municipal socialism come. ‘The endeavor was made 
by the committee to hear those who had made a study of the question 
and felt impelled to oppose the growth of the movement, as well as 
representatives of any industry which had suffered in competition 
with it. 

Mr. Morse was one of the most prominent exponents of the evils 
of the new system. He has voiced his opinions and the results of his 
investigations from time to time through the magazines, and is a vigor- 
ous Opponent to municipal trading. ‘This witness is also a solicitor for 
quite a number of electrical and tramway companies, and therefore 
spoke from a standpoint of personal interest, although he appeared 
primarily in behalf of the London Chamber of Commerce. ‘The 
general question”’ was the topic which he elected to discuss. A list 
of the large number of matters placed in the hands of local authorities 
by the Public Health Act, and other acts, was handed in to illustrate 
how full the hands of these officials already were without engaging in 
trading affairs." In this list are 114 affairs which it is the duty of the 
town officials to look after. He complained that the authorities, in 
their endeavor to keep down the rates, increased the ratable value of 


* Appendix E, Report, p. 455. 
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the towns, and were anxious to get hold of trading undertakings so as 
to apply the profits derived from them to reducing the rates. Man- 
chester’s annual profit of $250,000 from gas was cited as an instance. 
Mr. Morse estimated the total yearly profit of municipalities generally, 
on gas and water alone, to be some 15 or 20 million dollars. To 
illustrate the enormous amount of work devolving on town councils, he 
stated that the London Council had already twenty-six committees, 
and showed a copy of their minutes for one day which covered fifty 
printed pages, even though they did not carry on the water, gas, or 
electricity supply. He found much fault with the Tramways Act and 
said: ‘“*The local authorities do not consider whether the proposed 
tramway is in the public interest or not. ‘They apparently consider 
the power of veto as one on which to hang conditions.” The clause 
providing for the sale at the end of twenty-one years, at their then 
value, was condemned as imposing great hardships on the companies. 
Local authorities operating gas works hindered the spread of electric 
lighting because they feared its competition. A statement compiled 
from the Board of Trade returns for the past ten years was handed in 
to show that municipal undertakings were increasing.’ In 1890 the 
figures were $23,399,140, and in 1900 $155,525,185. For the two 


years, 1899 and 1goo0, more than 350 million dollars was asked for in 


municipal bills, while during the nine preceding years only a trifle over 
half of that amount was asked for. Another document prepared by Mr. 
Morse for the Local Government Board Returns shows the extent of 
the borrowing powers exercised by virtue of local acts in Parliament 
without sanction of the board.* The specific sums granted during 
the sessions between 1872 and 1898 amounted to $415,243,440; the 
outstanding loans of local authorities increased from $464,100,500 in 
1875 to $1,260,667,870 in 1897, an increase of 172 per cent.; the 
amount of debt per dollar of ratable value was eighty cents in 1875, 
and $1.50 in 1897; between these years the proportion of local to 
national debt rose from 12 to 39 percent. These figures are intended to 
contrast the expenditures in purely local government matters and trading 
undertakings. In regard to the management and practical working 
of tramways Mr. Morse said that municipalities have very little experi- 
ence in matters of that sort, and that therefore their operation was 
not as efficient as that by companies. He then advanced the general 
principle which he thought ought to be adopted by the committee 
* Appendix F, Report, p. 457. ? Appendix H, Report, p. 459. 
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in dealing with the whole question, which was, “that the actions 
of municipalities in trading should be restricted to matters undertaken 
in the public interest, and without a view to profit, in fact, to matters in 
respect of which it is reasonable that a rate should be made.” Municipal 
officials and employees, as an important electoral factor and as involv- 
ing the corporations in labor disputes, furnished another argument. 
For instance, the various enterprises of Glasgow employ over 200,000 
people. Bath was cited as an illustration of a town in which the 
authorities were overworked, for it had established an electric-light 
undertaking, but still allowed its sewage to run into the river. Other 
arguments brought forward were, that municipalities paid higher wages 
and allowed shorter hours, thereby causing discontent among those 
employed by private companies ; that having put down works it was 
not able to take advantage of modern improvements and inventions ; 
that it was a clear case of economic unfairness for a municipality to 
supply a commodity that was not a “universal user;”’ that water was 
the only commodity which could be so considered, and that therefore 
municipal undertakings should not go beyond that.’ 

Mr. Garcké is a man who has had wide experience in electrical 
affairs, having served as the director of a great many undertakings, 
fifty or sixty being tramway concerns. Having come in touch with 
such a number of local authorities, he has had an opportunity to view 
the question from both sides. He distinguished between municipal- 
ization and municipal trading; the former he did not object to, the 
latter he did. His point is that it is all right for a local authority to 
undertake an industrial enterprise if it is in the interests of the com- 
munity at large, but this should never be done with an eye to profit 
under any circumstances. In case of an accidental surplus it should 
not go to the reduction of rates, but to the development of the under- 
taking and the reduction in the price of the commodity. The surplus 
of one undertaking of general user should not be applied to some 
other object of equally general user, as that would be bad finance. 
One of the strongest reasons why it is sometimes possible for munici- 
palities to carry on undertakings better than private capitalists is that 
they enjoy the right of perpetuity, while the latter have a grant for a 
limited time, and are much hampered by conditions and terms. Pri- 
vate enterprise should not be discouraged from taking the initiative, 
a step which local authorities, as a rule, are not able to take. The 


* For his evidence see Report, pp. 55--70. 
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Tramways and Electric Lighting Acts are very unfair to the capitalist, 
for they provide for the purchase by the public of private industries on 
terms that are far from fair. Mr. Garcké, by means of a chart, showed 
that most municipal undertakings were being run with a view to profit, 
and, therefore, he was opposed to the majority of them. He consid- 
ered the danger of overtrading the foremost objection to municipal 
trading, for while there are physical and financial limits to the opera- 
tions of companies and private capitalists in this direction, there are 
practically none to those of municipal corporations. One of the worst 
features he could think of was a case where a corporation was in treaty 
with a company to buy electric current in bulk and sell it at a profit. 
A comparison was made between the condition of the electrical indus- 
try in England with that of Germany and America, taking four or five 
leading manufacturers in the first-named country whose combined 
capital amounted to only ten million dollars, while the same number 
of firms in Germany had a capital of 65 million dollars. The divi- 
dends of the English firms were from 4% to 5 per cent., and those 
of the German firms from ro to 25 percent. Besides this a great 
deal of electrical machinery was imported from America. This state 
of affairs he laid at the door of municipal trading. A rather novel 
objection urged by Mr. Garcké was that there was a danger of divert 
ing the staple industry of a town.’ 

Another electrical expert, Mr. Swinton,? who is also managing 
director of some companies, extended the argument of Mr. Garcké, 
that municipal trading was responsible for the backwardness of elec- 
trical manufacturing in England. In support of this position he 
handed in a statement of fifty-four municipal electric-lighting orders 
in the case of which at least four years elapsed between date of order 
and commencement of supply, and a list of thirty-seven which had 
been granted between 1890 and 1895 under which no supply was 
available in tg00. In some of these latter cases ten years had elapsed. 


His objection to public working of tramways was that a new method 


of transportation (¢. g., motor cars) might come into competition with 

it in the future, and the municipalities would resort to keeping the 

roads rough or some other method of maintaining their monopoly. 

He attributed the increasing activity of town corporations to the 

desire of their officials to secure higher salaries, and termed the 
*For evidence see Report, pp. 83-102. 


?See article by Mr. Swinton in Mineteenth Century, February 1900. 
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Municipal Corporations Association ‘‘a sort of mutual admiration 
society.”” Mr. Swinton also referred to a practice which he did not 
think was generally known—that a few parliamentary agents were in 
the habit of dividing their fees among the town clerks.* As an 
instance he named South Shields.’ 

Sir Benjamin Browne testified from long experience in both com- 
pany and local-government work. He is an employer of three or four 
thousand men in an engineering and shipbuilding firm, and for many 
years was Officially connected with the city of Newcastle. Because of 
different width of gauges and local jealousy, the operation of tramways 
by local authorities discourages the growth of combinations and a 
continuous system; members of corporations were not chosen for 
their technical knowledge and skill, and, therefore, could not, even 
though they might be experienced officials, take the place of directors ; 
it is unfair that rate-payers should be compelled to invest their money 
in municipal undertakings against their will; the tendency was for 
paid officials to gain control of the undertakings; the average munici- 
pal area was not suited for municipal trading—these in brief were 
the arguments of Sir Benjamin Browne against municipal socialism. 
One of his statements gives in a nutshell his personal opinion on the 
matter. When asked by Viscount Peel, ‘‘ What are the enterprises you 
think a municipality might wisely undertake ?”’ he replied, ‘ Nothing 


that they could get anybody else to undertake.”’$ 


The standpoint of the company promoter was shown in the evi- 
dence of Mr. Murphy,‘ who has had considerable experience in bring- 
ing about combinations of rail and tramways. He stated that Dublin, 
with the exception of Bristol, was the only town of any size in Great 
Britain operating electric tramways. This he thought was due to the 
purchase clause in the Tramways Act which directly fostered municipal 
trading in that industry, and kept most of the English towns using 
the old motor power of bygone days in civilized countries, the horse. 
The action of the Glasgow corporation when it began operating its 
trams in 1885 was cited, for although electric traction was at that time 
an assured success in America and on the continent and even in Dub- 
lin, nevertheless a new horse plant was purchased to work them, and 
the newer motor power not introduced until later. Mr. Murphy said 

* For evidence see Report, pp. 102-105. 

? Mr. Hayton, the clerk in question, denied this. Report, p. 257. 


3 For evidence see Report, pp. 107-114. 4 Report, pp. 114-121. 
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that public operation of lighting in Dublin was a dismal failure. He 
also admitted that his roads had been constructed for the most part 
by a British branch of an American firm. 

Lord Avebury has written * and thought so much about the general 
subject that he has his arguments all ready in outline. They are 
these:* local indebtedness is unduly increased; private enterprise is 
checked; the great demand on the time of municipal councilors, 
which has the twofold objection of precluding the devotion of suffi- 
cient time to the complex and difficult municipal problems, and of 
preventing men who have businesses and professions of their own 
from entering municipal life; the undesirability of involving munici- 
pal bodies in labor troubles; the interference with natural laws has a 
tendency to defeat the very object in view; and there is an almost 
certain risk of ultimate loss. He believes that had the local authorities 
had nothing to do with housing the working classes as much would 
have been done as has been done; that no novel powers should be 
granted without a special inquiry by Parliament; that the government 
or local authorities should be represented on the tramway, gas, water, 
and electric light companies. 

A commercial view? of the question showed that there was objec- 
tion to municipal trading because it was not so dependable for the 
supply of a commodity to a community as commercial enterprise. Mr. 
Davies advanced this argument as a result of the investigations of the 
Chesterfield Chamber of Commerce. He also showed by charts that 
while the national debt decreased from 3850 million dollars in 1879 to 
3300 million dollars in 1898, the local debt had increased from 650 
million to 1300 million dollars, and that during the same period the 
population had increased 23 per cent., the ratable value 27 per cent., 
the rates 80 per cent., and the local indebtedness 105 per cent. Mr. 
Davies disagreed with Mr. Garcké that municipalization leads to over- 
trading, for he thought it leads to stagnation. 

Objections from special industries were as follows: ironmongers,‘ 


that as ratepayers they object to municipalities competing with them, 


for the manufacture, sale, and rental of stoves, fittings, etc., by these 
bodies had made serious inroads on their business; telephone,’ that 
their business was not one in which there could be any competition, 

* Article in Contemporary Review for July 1900. 

2 Report, pp. 122-131. 4 [bid., pp. 230-234. 

3 Jbid., pp. 206-213. 5 Jbid., pp. 339-343- 
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for it would only complicate and confuse the service ; concrete and 
other paving,’ that some towns were not only making and selling pav- 
ing in their limits, but were also selling at a distance, and compelling 
persons inside the town limits to use the products of their manufacture. 

From a contractor’s standpoint, Mr. Shepherd? said that in the 
case of a municipality employing its own labor the relationship between 
employer and employee cannot be preserved. He stated further that 
there was no possible excuse for corporations to do their own building, 
for the necessity was never present while private firms were ready to 
undertake the work. A deleterious effect was that the price of labor 
in building trades had advanced 35 per cent. during the last ten years. 
He thought that the London Council had only undertaken building in 
order to give employment to the Works Department. Mr. Shepherd 
was not afraid of competition in his business, but on the contrary 
would welcome an act compelling the municipalities to submit to com- 
petition. 

In behalf of the Traders’ Defence Association Mr. Kelly? said 
that the facilities enjoyed by municipalities in Scotland gave them an 
unfair advantage in commercial trading. He thought gas and water 
the only commodities in which towns ought to be allowed to trade, 
because they did not lend themselves to competition as tramways did 
since there were other means of conveyance. Earl Crewe thought 
that the oil lamp, the candle, and the electric light could compete in 
acertain sense with gas, but Mr. Kelly would not see it that way. 

Of the fact that the private company better serves the interests of 
the public than a municipality can, Mr. Livesey‘ was confident. He 


considered the corporation management in England not nearly so 


good as that of Scotland. For the first time Mr. Livesey brought up 
the question of collective ownership. There were a number of men 
imbued with this idea on county councils. In Glasgow he said the 
council was trying to get the works into the hands of the trade-union- 
ists. Two papers*® were handed in to show by comparisons that the 
companies were doing better than the town corporations. A table on 
one of these showed the reduction in price of gas furnished by the 
companies between 1883 and 1889. ‘Twenty-one company works 
charging from $1.17 to 44 cents in the former year made reductions of 
from 2 to 27 cents, making the new range from 42 to gocents. Inthe 

* [bid., pp. 329-332. 2 [bid., pp. 275-281. 3 Jbid., pp.267-27 3. 

4 /bid., pp. 258-267. 5 Appendices R and S, Report, pp. 487-490. 
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case of seven town works the prices at first ranged from 43 to 65 cents, 
and later from 43 to 60 cents. These reductions were not so great as 
those of the companies, but their prices were at a very low ebb to begin 
with. These figures are not very convincing ; neither are those in his 
other tables. 

Glancing over all of these arguments against municipal socialism 
it is not hard to discover something of a selfish personal motive back 
of them. The men who advanced them are keen business men, with 
large sums engaged in enterprises which are being interfered with by 
the growth of public activity. They are a class of men who have no 
sympathy with any movement that meditates giving any enlargement 
of power to the people. They hate with a bitter hatred any move- 
ment that hints at co-operation or socialism of the mildest type. 
They are the men who would have trade unions, co-operative societies, 
and kindred organizations placed under the ban of the law. They 
represent the most extreme type of individualism and conservatism. 
Behind them is the great invested capital of the wealthy and the inter- 
ests of two or three comparatively small business classes, while on the 
other side, carrying on and defending and benefiting by municipal 
trading, with a number of intelligent public-spirited men as leaders, 
are the great mass of the English people. 

It is not within the province of this paper to take up these argu- 
ments and give full answers to them, but merely to set forth the posi- 
tion of those who are opposed to this great and spreading movement 
in English municipal life. But it is not out of place to make a few 
remarks on the reasons advanced as to why municipal trading should 
come toanend. The only reasons worth considering are these: (1) 
municipal authorities are too busy with purely administrative matters 
to engage in trading; (2) the legitimate sphere of private enterprise is 
interfered with; (3) there is danger of overtrading ; (4) it encourages 
localism and discourages combination. All the other arguments pre- 
sented before the Parliamentary Committee either fall under the heads 
of one of these four, or do not rest on a basis sufficiently specific to 
entitle them to consideration. 

Then there are arguments which lack demonstration because of 
the absence of definite proof in the way of examples. Assertions were 
made which could not be supported by illustrations. In one case the 
town cited as an illustration repudiated the evidence as false.* 

* Cardiff, in evidence of Mr. Davies. See Municipal Journal, August 17, 1900, 
pp- 644, 647. 
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Thus far the evidence adduced by the opposition is not of the 
most conclusive kind. Although it is evident that there is a strong 
combination of interests against the further growth of municipal 
socialism in England, and even to curtail the privileges the towns 
already enjoy, the evidence and supporting data which has been pro- 
duced for the investigating committee is for the most part rather 
spasmodic. What arguments they have offered, however, and the 
compilations of definite information by Mr. Morse and others deserve 


careful consideration. The opposition are perhaps in the minority, 


but they represent powerful interests from whom more will be heard 
in the future. 
HENRY JOHNS GIBBONS. 
PHILADELPHIA. 





NOTES. 


STREET RAILWAY FRANCHISES IN THE CITY OF 
BERLIN. 

THE relations between the city government of Berlin and the local 
railway companies occupying the streets of that city are full of interest 
to the students of municipal administration the world over, and no 
period in the history of these relations has been more interesting than 
the last five years. 

The city of Berlin found itself in the middle of the nineties with an 


antiquated street-car system equipped with horse’ power, poorly devel- 


oped, with small cars, short lines, infrequent service and high fares. 

The system was chiefly in the hands of two private companies, the 
so-called Great Berlin and the New Berlin companies, whose charters 
ran until the close of the year tg11, having been granted in 1881- 
1883, in the days before electricity was seriously thought of as a possi- 
ble mode of traction.’ 

The demand for a radical improvement in the conditions of local 
transportation had been growing with rapid strides during the latter 
part of the eighties, and with the general and successful introduction 
of electricity in so many cities this demand had become irresistible by 
the middle of the nineties. 

But the city was in an unfortunate condition for securing the 
improvements so imperatively demanded. It had not reserved the 
right when it granted the franchises of requiring the companies to 
introduce a new mode of traction in case one should be discovered or 
invented. The companies had avery good property, paying from 15 to 
20 per cent. dividends, and they saw no reason why they should run 
the risk of putting in a new mode of traction when their franchises 

*The Great Berlin Company had in 1897 a total mileage of track (counting 
double track as single) amounting to a little over one hundred miles, an income of 
17,354,399 marks, and paid a dividend of 16 per cent; carrying 158,435,666 passen- 
gers. The New Berlin Company had only a little over twenty miles of track and 
carried only 22,732,873 passengers. The total payment of the Great Berlin Company 
to the city amounted to more than $400,000; that of the New Berlin to less than 
$35,000. 
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expired so soon —those of the longest duration running some seven- 
teen years. They were willing to introduce electricity on the condi- 
tion that they could get what they considered a reasonable extension 
of their franchises. 

In answer to a steadily rising wave of public indignation over the 
slow and inconvenient facilities offered by these companies, the city 
council appointed in the year 1895 a special commission made up of 
members of the administrative board and of the city council for the 
purpose of investigating the whole question of the policy of the city in 
regard to local transportation. This commission sent some of its 
members on a tour of exploration through Germany to examine the 
actual working of the systems introduced into the leading German 
cities. They came home strongly in favor of the introduction of the 
system of electric traction upon all the street railways of the city at a 
early a date as possible. The special commission, after examining all 
the local conditions, conferring with the street-car companies, calcu- 
lating and estimating the relative advantages of different schemes of 
co-operation between the city and the companies, finally agreed upon 
the draft of a new contract, and recommended to the administrative 
board that the city propose this contract to the companies. After 
some changes on the part of the administrative board it was approved 
and recommended to the city council for acceptance. The city coun- 
cil accepted it in substantially the form recommended by the adminis- 
trative board, and after being accepted by the companies the final 
contracts were signed on January 19, 1898. 

It is interesting to note that while the commission was testing the 
various systems of mechanical traction, such as the system of electric- 
ity, steam, compressed air, etc., it announced that a public competition 
would be held among those parties who were ready to equip the 
street railway lines with their particular mode of traction. They 
expected at the time to have at least two or three different systems of 
mechanical traction entered for competition, but when it came to the 
final test nobody appeared but those who offered electricity. Con- 
sequently, the commission favored the employment of electricity as 
the system of mechanical traction since it possessed, in their opinion, 
altogether superior advantages to any other method proposed or men- 
tioned. 

This commission 2lso went very extensively into the subject of the 
best system of electric traction, whether the overhead trolley, the 









62 JOURNAL OF POLITICAL ECONOMY 


underground trolley, or the system of storage batteries should be 
accepted as the basis. 

The system of storage batteries was rejected as being entirely too 
expensive. The street-car companies would not listen to the proposi- 
tion to adopt as a rule the storage battery system, saying that it would 
be impossible to introduce it upon their lines, unless the city would 
give up all the payments into the city treasury from the companies, 
and unless the city would contribute to the expense of running the 
lines or permit an increase in the fares. These, of course, were propo- 
sitions which the city would not consider for an instant. The system 
of underground trolley as a general system was also rejected, seem- 
ingly for three reasons: 

1. The great expense connected with making the tunnels. 

2. The great inconvenience to traffic, and the danger to health arising 
from tearing up the streets. 

3. The difficulty of keeping the channels dry and preserving them from 
flooding, owing to the general topography of the city.’ 

In addition it was felt that the existence of such tunnels in the 
streets was a source of danger to the health of the community. The 
overhead trolley was then accepted as the method of traction to be 
employed wherever feasible. In some portions of the city, however, 
the provincial police authorities or the general government would not 
allow the use of the trolley, and, consequently, some combined system 
had to be adopted for certain of their lines. Asa result a combined 
system of trolley and storage battery was adopted. The storage bat- 
tery was of such a form that the electricity could be taken from the 
trolley wire while the car was running on the portion of the line 
equipped with overhead trolley, so that the batteries could be charged 
without any loss of time. The further principle was adopted that the 
two great companies should be consolidated, and thus as large a pro- 
portion of the street railway mileage as possible should be brought 
under the control of a single company. 

The following are the more important provisions of this contract: 

The franchises of these two companies were extended to the first of 
January 1920—an extension of eight years, and they were allowed to add 
the freight business to that of carrying passengers. The companies were to 
convert within five years after the signing of the contract the entire mileage 

*In some of the later reports the city authorities state that the system of under- 
ground trolley so far as tried in Berlin had proved a success. 
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of their system from horse to electric traction, and all extensions or new 
lines were to be equipped in the same way. 

Within three years after the signing of the contract the companies 
were to introduce a uniform charge of 1o pfennigs (2.38 cents) for a single 
unbroken trip either within the city or from any point within the city to the 
termini of the lines in any of a specified list of suburban towns—a list which 
included all the more important suburbs in the immediate neighborhood of 
Berlin. Special reduced rates were to be granted for school and commutation 
tickets, and upon demand of the city authorities working-men’s cars should 
be run at a reduced rate in the morning and evening hours on such lines 
as the city authorities shall indicate. This uniform charge of 10 pfennigs 
went into effect January I, Igol.' 

The companies agreed to organize and maintain for the benefit of their 
employees a pension fund similar to those maintained by the state and nation 
in similar enterprises ; the plan of which was to be approved by the authori- 
ties. They also agreed that the motormen should not be employed, as a rule, 
more than ten hours a day. 

For the use of the city streets the companies are to pay a remuneration 
equal to 8 per cent. of their gross income from all business— passenger and 
freight. After paying a dividend on all existing capital of 12 per cent. per 
year, and of 6 per cent. on all new capital actually expended in the future 
undertaking for conversions, extensions, etc., the further profits are to be 
divided equally between the city and the company. This arrangement was 
to go into effect as soon as one half the mileage should be converted from 
horse to electric traction, and in no case later than four years from the time 
of signing the contract. As a matter of fact, it went into effect on the first of 
January Igol. 

The companies are, moreover, required in general to pave and keep in 
repair, at their own expense, the streets for a distance of thirty centimeters 
on each side of all rails laid in the streets wherever the pavement is perma- 
nent. When new lines are laid in the streets equipped with temporary pave- 
ment, the company must pave and maintain the entire space between the 
rails and for a distance of sixty-five centimeters beyond the outer rails. 

At the end of the period for which the franchise is granted, 7. e., January 
I, I920, the roadbed and equipment, including all poles, wires, etc., are to 
revert to the city free of charge. This would also include any waiting-rooms 
erected upon the land belonging to the city. In case the license is revoked 
during the period for which it is granted, under the conditions set forth in the 
contract, the city has the same claim upon the entire roadbed and equipments 
of the company, without being liable to make any remuneration therefor. 


*This did not mean much reduction to the companies since the average fare 
received under the old system was less than 11 pfennigs. 
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The city retains for itself also the right to acquire from the suburbs 
through which the lines run the same right to the property of the road as is 
conceded within the city by this provision of the contract. 

Besides the lines already completed the contract grants or confirms fran- 
chises for additional lines, and the company agrees to construct any or all of 
these lines upon the demand of the city authorities. 

In addition to the lines conceded, the city has the right to demand the con- 
struction of 150 kilometers of track, either single or double at the option of 
the city within the lifetime of the franchise. For all portions of this additional 
mileage required between 1902 and 1907 the city shall pay one third the cost 
of construction ; for ali the lines required between 1908 and 1913, one half the 
cost; and for any required after 1913, either the entire cost of construction ora 
contribution to the running expenses —as the city and the company may agree. 

The city is also authorized to require at any time, when in its opinion 
the traffic demands it, the running of additional cars, and the company 
agrees to comply with the general police regulations as to overcrowding, etc., 
which may be issued by the higher police authorities (not under control of the 
city), without thereby acquiring any right or claim against the city for remu- 
neration or reimbursement of expenditure. The companies also agree to retire 
the style of cars equipped with the running foot-board on the outside. 

The city authorities are authorized to require the heating of cars, the heating 
of waiting rooms, and similar matters pertaining to the comfort of the public. 

In addition to the general requirements issued by the police authorities 
for all such undertakings, the companies agree to follow the special direc- 
tions of the city authorities which are intended to prevent accidents in the 
operation of their lines. A schedule of regulations relating to this matter is 
appended to the contract and made a part of it. 

The companies, moreover, are required to take their power at such points 
and from such parties as the city authorities indicate. The city pledges 
itself to secure the lowest possible price for such power, and also pledges 
itself, in case a reasonable price cannot be obtained, to permit the companies 
to erect their own power houses under regulations to be prescribed by the 
city authorities, unless some other arrangement can be made which shall be 
satisfactory. This provision was inserted because the city is opposed to the 
useless multiplication of power houses and similar undertakings within the 
city limits,’ 

*The city requires the companies to take their power from the General Electric 
Works which themselves pay a large bonus to the city. Thus the latter profits again at 
the expense of the companies. The General Electric Works paid during the fiscal year 
ending March 31, 1899 to the city (1) 10 per cent. of its gross income, 475,000 marks ; 
(2) 200,000 marks additional as the city’s share of its net profits; and (3) 750,000 
marks for the use of the streets —a total of 1,435,000 marks which sum will be largely 
increased by the extension of electric traction. The city has the right to take over 
those works on certain conditions, and it is seriously considering doing so. 
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The companies are also made responsible for all accidents connected 
with the conversion and for all damages which may result to any property — 
public or private, as a result of their own operation. 

The above outline represents the chief features of the agreement 
between the city and the companies. The contract, however, is drawn 
with great care, and goes into all the details necessary to safegard the 
interests of the city at every point. 

Certain provisions are made to enable the city to secure the carry- 
ing out of this contract on the part of the companies. 

In the first place, the companies are required to give the city author- 
ities any information desired as to the cost of conversion, construction 
and operation. The leading object of this particular provision is to 
enable the city authorities to secure such information in regard to the 
operation of these street railways as will put it in a position to make 
favorable terms in case of a renewal of the lines, or enable it to operate 
the lines itself in case it should choose to take them over at the expi- 
ration of the license. A fine is provided for every refusal of the com- 
panies to give this information, and as the city may make this request 
as many times during the day as it desires, and fine for each time the 
request is made and not replied to, it has a practical means of bringing 
the companies to terms. 

In the second place, the city has the right to examine all the books 
of the companies through the medium of a sworn and public certified 
accountant at any time. For this purpose the books of the companies 
shall always be open to the examination of such city accountants in the 
offices of the companies. If the companies fail to carry out the agree- 
ment on their part, the city is authorized to revoke the license, and 
then, further, take possession of the lines, or a portion of the lines, 
and operate on its own account, or lease the lines or portions of the 
lines toa third party, or require the companies at their own expense to 
take up their tracks and restore the road to its previous condition. 

In case the city revokes the license for one line, or a portion of a 
line, and undertakes to operate the line itself, or to lease it to a third 
party, the companies are obliged to make traffic arrangements with the 
city or its lessee, which will enable this line or portion of the line, to 
be operated exactly as if it were a part of its own system. 

The companies are, moreover, obliged to permit the use of any one 
of its lines for a distance of 400 meters by any other line to which the 
city may concede the right, provided that the line thus desiring track 
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privileges shall pay a reasonable sum—this to be fixed by the city, 
subject to appeal to the board of arbitration. 

The companies are required to put up a deposit of 200,000 marks 
in marketable stocks or bonds, subject to the disposal of the city. In 
all cases where the city authorities have the right to inflict a fine for 
failure to comply with the contract, they are authorized to sell from 
this fund a sufficient number of stocks or bonds to realize the fine, and 
upon due notice the companies must immediately make this deposit 
yood to the amount of 200,000 marks. 

[In all cases of dispute between the city authorities and the compa- 
nies, in which the city authorities are not authorized by the express 
terms of ‘this contract to decide the dispute themselves, the matter 
shall be left to a court of arbitration. This court shall be constituted 
for each individual case of dispute by from three to five judges, at the 
option of the party appealing to the court. Each of the parties names 
an equal number of judges, and the judges so selected choose an addi- 
tional judge, who shall preside over the court. In case either party 
fails to appoint its judges within a given time the other party is author- 
ized to do so. 

The companies are not permitted to cede any of their rights or 
privileges to a third party, without the consent of the city authorities, 
and the companies agree to reimburse the city for any damages col- 
lected by private individuals, because of rights or privileges conceded 
to the companies. 

It will be seen from a study of the above provisions that the city 
has aimed at securing, in the first place, better facilities for local trans- 
portation. These are secured by the introduction of electricity as the 
motive power, by a large increase in the mileage of the lines, and by 
right of the city to insist on more frequent trips whenever in its opinion 
the traffic demands it. 

The old company had succeeded in getting hold of all the most 
desirable streets. Where it did not care to construct a line it got 
a concession which would keep other lines out. In this new contract 
the city insisted that these lines should be built whenever the authori- 
ties should demand it. As a penalty for not constructing the line for 
which it had received a concession the city may either revoke the con- 
cession, or it may construct the line itself, at the cost of the company, 
and operate it at the expense of the company, or it may grant it to a 


third party. In either of these last cases the company is bound to 
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permit the full use of its other plant, so far as it may be necessary to 
the proper working of the new line. In this way the city can protect 
itself against any attempt of the companies to prevent competition by 
getting grants for lines which they have no intention of constructing. 
If the company asks for a concession and the city grants the request, it 
can compel the company to take action under the grant. It will be 
noted that the lines mentioned under this head, viz., all lines for which 
the companies have obtained, or may obtain concessions at their own 


request, must be constructed entirely at the cost of the companies. 
A further extension of facilities is rendered possible by the right of 
the city to require the construction of 150 kilometers of additional line 


on the terms indicated in the contract. 

It will be noted that the city does not bind itself to grant no further 
franchises to other companies. On the contrary, it has full power to 
grant any new concessions it pleases, or to undertake on its own 
account the construction and operation of additional lines. As the 
old companies had practical control of the best streets in the interior 
of the city, and this right prevented the convenient access to the center 
by the new lines, the provision was inserted that other lines might use 
the tracks of the existing companies to the extent of 400 meters, in 
return for a fair compensation —the amount to be decided by the city 
authorities. This opened the way for competing lines to reach the 
center of the city on existing lines. There was a long and earnest 
dispute over this clause in the contract. The city desired a longer dis- 
tance, but the companies refused to yield on this point. 

The contract aims, furthermore, at securing cheap transportation. 
Under the old system, which was really a sort of zone system, 
there were practically stretches for 5 pfennigs (1.19 cents). Then the 
fare rose by zones to 20 pfennigs, to 25 and even to 30. The new 
arrangement provides for a uniform fare for a single trip. No trans- 
fers are allowed. Some of these lines upon which single fares are good 
exceed 5 miles in length, though I believe only one exceeds six. A 
person who finds it necessary to transfer from one line to another on 
his trip must pay the second fare. Commutation books are issued at 
the rate of 6 marks per month for any one line, and the book may be 
inade good for any additional line upon the payment of 2 marks addi- 
tional per month, and a commutation book good for any number of 
trips on all the lines of the company is sold for 15 marks per month. 
The city is furthermore authorized to require cheaper rates good for 
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special workmen’s cars. But no action has as yet been taken in this 
matter. 

It will be seen that this constitutes a very reasonable price for local 
transportation, and the city found it necessary to make some con- 
cessions to the street car companies in other directions, in order to 
secure these lower fares. 

The other important part of this railway policy is a reasonable 
remuneration to the city for the use of its highways. This takes the 
form, as noted above, of an 8 per cent. levy upon the entire gross 
income of the company from passenger and freight service, and of an 
equal share in profits exceeding a 12 per cent. dividend of the capital 
employed by the companies at the time of the signing of the contract, 
and a 6 per cent. dividend upon all the capital actually employed in 
the conversion of the lines, the extensions and additions. As one of 
the companies consolidated had up to the signing of the contract paid 
no dividends upon its stock at all, it is hardly probable that the city 
will realize from this provision any important income during the 
period of the present leases, but the city authorities feel that they 
ought to guarantee in some way a share in profits which might become 
exorbitant. 

There might be a great difference of opinion as to how net profits 
are to beestimated. But the contract specifies that they are to be deter- 
mined according to the method presented by the general law relating 
to corporations and by the statutes of the companies, as they were in 
force at the time of drawing the contract. Since the books of the 
companies are open to the examination of the city, and the German 
laws regulating corporations are very strict, the means are provided 
for securing a fair treatment in this matter from the companies. 

These two companies together have more than 2000 cars, and will 
carry during the present year 1901 about 230 millions of passengers. 
The mileage is now about two thirds electric and one third horse trac- 
tion. 

The city could probably have made better terms with the com- 
panies if it had entire control over the question of franchise. But the 
so-called small-road law of 1892 provided a method by which the con- 


sent of the higher supervising authorities can be substituted for the 


consent of local authorities, wherever the companies applying for priv- 
ileges may desire to appeal from local to general authorities, and the 
latter choose to take the matter in charge. The possibility that the 
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local companies applying for franchises or desiring to convert their 
method of traction may appeal if conditions are too hard, exercises a 
decided pressure upon the local authorities to come to terms with such 
companies, since the interference of the provincial or state officials is 
as little relished in Germany as that of similar officials here. 

In the case of Berlin the state interfered recently in the case of 
one road and extended its franchise for fifty years on terms set by the 
government against the will of the city. 

The matter is still further complicated by the fact that the so-called 
police authority —that is, the right to pass an ordinance to safeguard 
the health, safety and comfort of the public is largely conferred in 
Berlin not upon the City Council, but upon the Chief of Police, 
appointed by the government. He may refuse his consent, for example, 
to the use of electricity altogether, or to the use of some particular 
system, such as the overhead trolley, or underground trolley, or the 
storage battery. He may regulate the number of people ina car, 
etc. The general railroad authorities must also be consulted, and the 
Minister of State, officially superior to the Chief of Police, may also put 
in a veto on certain policies. 

As a result the city in drawing up a proper contract must keep in 
mind not only its own interests and the attitude of the companies, but 
also the probability of the approval of the higher authorities for the 
whole plan. In the negotiation for the existing contract between the 
companies and the city, the former threatened more than once to go 
to the higher authorities for their franchises, and to pay no moreatten- 
tion to the city. 

On the whole, considering the condition in which the city found 


itself in the year 1895 and the vantage ground held by the com- 


panies, the arrangement described above cannot be considered an 
unreasonable exploitation of the city’s interests, particularly as the city 
has the means of preventing an undue overreaching on the part of the 
companies by these various means of control vested in its hands. 

The signing of these leases, however, aroused great public excite- 
ment, as it was held to be a practical vesting of the control of street 
railway facilities of the city of Berlin for a period of twenty years to 
come in the hands of one company. The continued criticism of the 
city authorities for having entered into this arrangement, combined 
with a series of strikes on the part of the employees against what they 
felt to be on unreasonably grasping policy on the part of the companies, 
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has lead the city council within the past year to a declaration that it 
will not favor the grant of any more privileges to private companies. 
And as public sentiment in the city has drifted steadily and persistently 
toward public ownership and control, the city council has requested 
the administrative board to prepare a scheme of a new complex of 
street car lines to supplement, not to compete with, the existing com- 
plex—a system which can be constructed, owned and operated by the 


city itself. 

After the contract with the above companies was signed, the city 
took up the consideration of a large number of applications for 
franchises and concessions which had been made by other companies 
during the negotiations with the two great companies. Some of these 
were from companies whose lines ran out into the suburbs far beyond 
the city limits, and concessions were granted to a considerable num- 
ber. The grants are formulated in definite contracts, modeled after 
that adopted after such full discussion between the city and the con- 
solidated company; though in most cases a more favorable arrange- 
ment was made for the city in the matter of sharing profits—the city 
taking in all cases one half the profits after 6 per cent. dividend has 
been paid on capital actually invested. 

In order to define more exactly the term wet profits as used in these 
contracts the following provision was inserted. The net profits are to 
be computed according to the provisions of the general law, observing 
also the following : 

Five per cent. of the profits may be deducted and added to the 
reserve fund—until, and no longer than, it amounts to ro per cent. of 
the capital stock of the company. As remuneration for officers, which 
consists in percentages of the net profits, there may be set aside for the 
board of control not more than 5 per cent. of the residue of net profits 
remaining after the deduction from net profits of a 4 per cent. dividend 
on the capital stock ; and 2 per cent. of the same amount for each mem- 
ber of the executive committee. Only the ordinary sums allowable for 
depreciation are to be deducted. No further deduction shall be made 
either as running expenses, or for special reserve funds, or renewal 
funds, or sinking funds, or anything of the sort until after the city shall 
have received its due share. 

It is further of interest to note that when the city called for bids to 
construct and operate a complex of additional lines during the year 
1899, the existing companies offered still better terms for the concessions 
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than those indicated above. They offered from 10-25 per cent. of the 
gross income of the new lines; but the city has decided that it will ask 
permission from the general government to construct, own, and 
operate these new lines itself. 

EDMUND J. JAMEs. 


THE UNIVERSITY OF CHICAGO. 


THE PENSION SYSTEM OF THE CHICAGO AND NORTH- 
WESTERN RAILWAY COMPANY. 

AT a meeting of the board of directors of the Chicago and North- 
Western Railway Company, on December 12, 1900, President Hughitt 
presented a plan for pensioning employees who have rendered the com- 
pany long and faithful service. The plan was adopted and provision 
made for its inauguration on the first day of the new year. A pension 
board of five officials of the company was appointed and an appropria- 
tion was made of $200,000, or so much of it as might be needed. 

The plan provides for pensioning all employees who have fulfilled 
certain conditions, entirely at the expense of the company. In the Jat- 
ter respect the system departs from all beneficiary or insurance plans 
to which employees are contributors. The pensioners fall into two 
classes. All employees who have attained the age of seventy years, 
who have been thirty years in the service of the company, shall be 
retired and pensioned. ‘This clause is not mandatory in its applica- 
tion to executive officers appointed by the board of directors. All 
employees sixty-five to sixty nine years of age, inclusive of both years, 
who have been thirty or more years in the service, and who may have 
become incapacitated, may be retired and pensioned at the discretion 
of the pension board. 

The size of the pension any one will get depends upon two condi- 
tions, the number of years of service and the amount of pay received. 
To be exact the monthly allowance paid each person granted a pension 
will be, for each year of service 1 per cent. of the average regular 
monthly pay for the ten years next preceding retirement. Thus no per- 
son pensioned will receive less than 30 per cent. of his salary. To have 
a concrete illustration of what a man would receive who has just been 
placed on the pension roll let us assume that his average monthly pay for 
the ten years next preceding the time of his retirement was $100, and 
the years of his service were 31.5, then his monthly pension would 
be 31.5 per cent. of $100, or $31.50. One of the first persons to be 
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placed on the roll had been fifty-three years in the service of the com- 
pany and thus continues to receive more than one-half of his regular 
pay. 

GEORGE G. TUNELL. 


STATE UNIVERSITIES AND LABOR BUREAUS. 

THERE are in the various commonwealths of the United States 
thirty-six labor bureaus established under the authority of the law. 
These bureaus are departments of state governments established for 
the purpose of inspecting factories and enforcing the labor laws. 
Usually another duty, largely incidental, has accompanied the organ- 
ization of the labor bureaus, and that has been the collection of 
statistics in regard to wages, the number of factories, their capitaliza- 
tion, and product. The offices thus created by the law in the labor 
bureaus owe their existence to the pressure brought upon the various 
legislatures to grant direct representation to the laboring element in 
the commonwealth government. In consequence the appointment of 
officers to fill these positions has nearly always been made from 
the labor organizations, while any attempt to select men outside of 
the trade unions has been met with opposition and fierce denunci- 
ation. 

As indicated above there are two classes of duties for the work of 
the labor bureau. The first may be regarded as a police function 
which is seen in the inspection of factories, the enforcement of law in 
reference to fire escapes, sanitary conditions, and the payment of 
wages. The second duty is found in the collection of statistical 
matter, largely for the purpose of indicating whether wages are rising 
or falling, and what is the condition of the laboring classes. Rarely 
has this work been done well. Occasionally a man is found in the 
office of labor commissioner who has gathered data and has analyzed 
it in a scientific way, but more often the man who has been appointed 
is not a skilled statistician, in fact, may not even be an educated man. 
It would seem wise, therefore, that the two functions, police duties 
and the collection of statistical matter, should be separated. There are 
in Our commonwealth governments too many departments engaged in 
the enforcement of rules and regulations. An instance of this state- 


ment may be seen in the oil inspectors, boiler inspectors, food 


inspectors, sanitary inspectors, and labor cémmissioner, all of them 
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engaged in the enforcement of law. If these various police func- 
tions were grouped together in one department, it would be possible 
to reduce the expenses and to give better services to the community. 
The question then arises what would become of the statistical part of 
the labor commissioners’ work. 

This should*go where it naturally belongs, to the departments of 
the state universities that are dealing with matters of statistics. Most 
of the state universities now have trained men engaged in the teach- 
ing of economics and political science. These men understand the 
use of statistics, and could, if authorized by the state, collect data, 
analyze and give results and conclusions that would possess some 
value. Some expenses would be incurred in giving over this func- 
tion to the state universities, but it would not be any greater than 
now rests upon the state in the method pursued at present. Graduate 


students could be used to aid in the collection and in the analysis of 


the data gathered. It would be necessary, however, to have the 
co-operation of the police department of the state to collect some of 
the data relating to factories and laborers, which would then be 
handed over to the statistical department for tabulation. 

Nothing has been done in this direction in our various common- 
wealths, but certainly there is much that the state universities can do 
in the work of the government which might well be delegated to them 
and which would result undoubtedly in better service to the com- 
munity, and among these is the collection of statistics and their 
analysis. It is true that such a division of state functions and the 
centralization of police power in one department would be vigorously 
opposed on the part of politicians, but nevertheless this must be done 
sooner or later, and it certainly is worth the consideration of students 
and the authorities in the state universities. 


FRANK L. MCVEY. 
UNIVERSITY OF MINNESOTA. 


NEW YORK LABOR STATISTICS. 
THE latest report of the New York Bureau of Labor Statistics * 


offers a notable instance of the statistical methods and results that are 
to be looked for at the hands of our state bureaus. 


* Seventh Annual Report of the Bureau of Labor Statistics of the State of New York, 


1899. 





274 JOURNAL OF POLITICAL ECONOMY 


This voluminous report covering the year ending September 30, 
1899, consists of five parts : 

Part I. The Economic Condition of Organized Labor - 553 pages 

Part II. The Compensation of Accidental Injuries to Work- 

ingmen- - - - - . . - - 609 pages 

Part III. Employment and Wages from 1896 to 1899 _ - 55 pages 

Part IV. Report of the State Free Employment Bureau 25 pages 

Part V. Text of the Labor Laws of 1899 “ ‘ é 18 pages 

The statistics of Part I of this report would be of no inconsider- 
able value to the economic student, as showing the condition of organ- 
ized labor in the leading commercial and manufacturing state of the 
Union, were it not for some unfortunate inaccuracies. 

Regarding these data, Commissioner McMackin remarks in his 
preface : 

The statistics of Part I pertaining to the members of labor unions are 
compiled from quarterly reports made to the bureau by the union secretaries, 
They show the membership of the labor organizations of the state in four 
periods of the year and the number of members unemployed at the same 
dates. They also give the number of days worked by the members of organ- 
izations in each quarter of the year with the amount of their quarterly 
earnings. 

We find it farther explained in the report (p. 3) that “the informa- 
tion for such reports is furnished to the secretaries of each trade union 
or labor organization by the individual members thereof on blanks 
supplied by the bureau.” 

It seems quite evident that the reliability of these statistics must 


depend, so far at least as they relate to earnings and employment, 


upon accuracy of the reports of the individual members of the unions. 
Nor was the response from members of the unions so general as to be 
entirely satisfactory, as may be inferred from the commissioner’s 
remark : 

It cannot be maintained that the use of the individual blanks is univer- 
sal. Nevertheless, the secretary of the average small union inevitably pos- 
sesses fairly accurate knowledge of the amount of employment and earnings 
of each member of the organization. In the case of the large unions such 
knowledge is more likely to be in the nature of an estimate, unless the union 
levies its dues in proportion to the wages of members, and, therefore, requires 
from each of its members a weekly report of his earnings, 

Trade unions seldom, if ever, levy dues fn proportion to the earn- 
ings of its members, and it seems improbable that secretaries of even 
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small labor organizations possess the accurate knowledge regarding 
the employment and earnings of their members, that would enable 
them to furnish estimates worthy of compilation. That such knowl- 
edge is not possessed by secretaries of the larger organizations which 
embrace in their membership the larger proportion of the trade 
unionists of the state is apparent from the absurd statistics of member- 
ship and unemployment of Tables I and III of this report. We can 
hardly suppose that the membership of numerous organizations can be 
correctly represented for four successive quarters in round numbers of 
hundreds as appears in Table 1; or that the amount of unemployment 
can be correctly indicated by similar round numbers found in Table 
III in which is given, together with the membership as reported in 
Table I, statistics of the number of members idle at the end of each 
of four quarters and also of the number unemployed in each entire 
quarter. 

According to this table, which includes the fourth quarter of 1898 
and three quarters of 1899, in a steamfitters’ union in that part of New 
York City designated as Manhattan there was at the end of the quarter 
ending December 1898 and also of the first quarter of 1899 a member- 
ship of a round 500 of whom just an even 300 were idle. For the 
second quarter an even 600 and for the third quartgr an even 700 are 
reported of whom an even 30 in the former and none in the latter 
quarters were idle. For the same locality it appears that of 2100 mem- 
bers of a plumbers’ union in the fourth quarter of 1898 525 members, or 
just one fourth, were idle, and that in the following quarter the mem- 
bership had decreased to an even 2000, of whom just 1500, or three 
fourths, were idle. For the succeeding quarters the membership is 
given as an even 2800, of whom none were idle save five in the 
second quarter. We find also in this union that those reported idle 
at the end of each quarter are also reported as idle during the entire 
quarter. It appears also that, while three fourths of the members of 
this union were idle during the entire first quarter of 1899, not asingle 
member of a large union of the same trade, located across the bridge 
in Brooklyn, was unemployed for the same period. For this Brook- 
lyn union we find the round numbers 800 given as the membership 
in two quarters and 840 for the other two quarters. Of these just 
an even half hundred were idle at the end of the first quarter of 
1899. A scrutiny of the returns of the plasterers’, electrical workers’, 
and varnishers’ unions displays the same peculiarities. While these 
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and other instances that might be cited are not very numerous, 
they all occur where a single large union is the only union in the same 
trade and locality; for where there are several unions their numbers 
and aggregate membership appear separately in the table. The 
instances therefore in which we discover careless estimates or guesses 
seem sufficiently numerous to discredit the data as accurate statements 
of the amount of employment, earnings, and membership of the labor 
unions of the state. Besides its annual reports the bureau issues quar- 
terly bulletins from which we obtain later information than appears in 
the report. From the September ABud/etin we take the following table 
showing the number and membership of labor organizations of the 
state at the end of June: 


Membership 
Unions 


Total 


1894 - - 860 157,197 
1895 - - . 927 | 180,231 
1897 - 976 7,105 151,206 
1898 - . - ,079 8 538 172,340 
1899 - . ,210 50,75 188,455 
1900 - - - ,603 36,3 78 247,602 


It appears by the December 1900 Audletin that for the succeeding 
quarter there was an increase of 34 in the number of organizations and 


a decrease in membership of 2220. The decrease appears to have been 


entirely of males—the women showing an increase of 1050, while the 
men decreased 3270. 

The report adopts three methods of ascertaining the amount of 
unemployment. The first method is to ascertain the number idle at 
the end of each quarterly period. The number and percentage of 
membership unemployed at the end of each quarter of the fiscal years 
1896-1899 is given as follows: 


Actual number unemployed Percentage of membership 





At the end of — —__—— — cimsiait oe 


1898-9 | 1897-8 1896-7 1898-9 | 1897-8 | 1896-7 


| 26. 26.6 
18.3 | 21.0 
10. 20.7 
4: 10.3 


December - - 46,603 
March - - - 31,751 
June - . - . . 20,141 
September - - 9,590 
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The second method of ascertaining the amount of unemployment 
is to ascertain the number continuously idle during each entire quar- 
terly period. This method seems inadequate and likely to be mis- 
leading, for by it no unemployment would be shown, though the 
workers were almost continuously idle in case each worker obtained 
so much as a single day’s employment. The following table is pre- 
sented as the result of this method: 


A. NUMBER IDLE. 








First quarter Second quarter | Third quarter | Fourth quarter 





10,893 
95734 
4,790 





PERCENTAGE OF TOTAL MEMBERSHIP IDLE. 





> 


24.8 11.8 6. 
10.1 6.0 5. 
- 13.1 3.97 e. 





The third method of determining the amount of unemployment 
was to ascertain from each worker the number of working days either 
lost or accomplished, and the remark is true that “if this method 
could be faithfully carried out, it would obviously give the most nearly 
exact results possible under any system.” The claim made by the 
bureau that “by confining the investigation to members of distinct 
organizations, reporting through their secretaries, a considerable 
approach to accuracy can be obtained,’”’ may from reasons given above 
be doubted. The results of the inquiry are condensed as follows: 








1898 | 1899 1899 } 1899 
Number of days worked in each quarter Fourth First Second | Third 
quarter | quarter quarter | quarter 





0 (the unemployed) - - . 3 
1-29 (less than I month) - - - 2. | 
30-59 (between one and two months) - : | ‘. | 17. 
60-79 (about three months) ° : 8 | 
S80 orover - . ‘ . : 8 | 


2 
I 
9 
7 


7 





9. 
99.7 100.0 








The following table is given as the briefest expression of the 
amount of employment in a given period, being the average number 
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of days worked per worker, determined by dividing the aggregate 
number of days worked in the quarter by all members of unions by 


the number of members: 
MEN. 


First Second Third Fourth 
quarter quarter quarter quarter 


58 69 67 65 
62 65 63 
64 7 





WOMEN. 


1897 : . : - 63 
1895 : - - - oI 
15899 : : : - - 68 


The report makes no attempt to compute general averages of wages 
or earnings for the entire body of workers, remarking that this might 
involve misleading conclusions, because such comparisons should prop- 
erly be confined to individual trades, or at any rate, to the groups of 
trades in each industry. Therefore, in the building trades, comprising 
almost one third of the trade unionists of the state, we find the follow- 


ing comparison of quarterly earnings: 


Year First quarter Second quarter | Third quarter | Fourth quarter 


2 


1897 - : $152.61 $164. 35.73 
1895 - ; . : | 162.67 168. 33 
18909 154.40 232. 3.59 


It is remarked: “The increase does not come until the second 
quarter of 1899, but in that and the third quarter it is very conspicu- 
ous.” As representing a second large group of organized workingmen 
the following table is presented as showing the quarterly earnings of 


employees of steam railroads: 


First quarter | Second quarter | Third quarter | Fourth quarter 
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Here, as remarked, we find again, a large increase of earnings in the 
second and third quarters. The same holds true in the typographical 
and tailors’ and garment-making trades. 

The following table represents the earnings of women in the gar- 
ment-making and tobacco trades, which comprise nearly all female 
trade unionists : 

GARMENT-MAKING. 


First quarter | Second quarter | Third quarter | Fourth quarter 


$70.46 ; $88.84 
64.46 -95 66.69 
74.46 8.8 83.54 


TOBACCO TRADES. 


1897 . - - $ r $ .58 5 8.5: $62.50 
1808 ‘ 56.07 So. 5.8 | 97.94 
1899 | 


While these statistics are particularly favorable for the second and 


third quarters of 1899, statistics presented in the Bulletin show a very 
marked decline both in employment and earnings for the correspond- 
ing quarters of 1900. As appears by the September Bu/letin (1900) 
the percentage of trade unionists unemployed at the end of June had 
increased from 10.9 per cent. in 1899 to 20.7 per cent. in 1g00, while 
the percentage of those continuously unemployed for the entire quarter 
had increased from 3.7 to 9.4 percent. For the following quarter, as 
shown in the December Audletin, the percentage of unemployed at the 
end of the quarter, September 30, had increased from 4.7 to 13.3, while 
the percentage of those continuously idle during the entire quarter 
had increased from 2.3 to 5.4. 

The principal cause of increased unemployment is stated as due to 
strikes and to the check in building operations following the advance 
in prices. Increased unemployment at the end of the second quarter 
is shown to have occurred in ten out of twelve industries, the exceptions 
being public employment and theaters and music. 

The exceptions to increased unemployment at the end of the third 
quarter were restaurants, retail trade, and miscellaneous. The most 
decided increase of unemployment occurred in building, clothing, and 
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cigar making. It is stated that “no special reason can be put forward 
to explain the unusually large number of working people idle in the 
clothing trades.” 

The report makes no attempt to discover the economic condition 
of the great mass of wage-earners unconnected with labor organiza- 
tions,’ but it is remarked in the statistics of Part I: 

Since trade unions embrace in their membership, as a rule, the best paid 
and most highly skilled classes of workmen, these statistics undoubtedly 
make a somewhat more favorable showing for the so-called ‘“ working 
classes"’ than would more comprehensive statistics; but within the specified 
trades and in the specified cities the conditions of the organized workmen 
may be considered fairly typical on account of the general tendency toward 
uniformity of wages and hours of labor at a given time and place. 

We find, however, in Part III of this report a compilation of returns 
for 3553 manufacturing establishments as made by employers which 
do not seem to agree entirely with the data of Part I obtained from 
secretaries of trade unions. While the manufacturers’ returns indicate 
a considerable increase in the number of employees, they do not show 
a corresponding increase in the amount paid as wages. This is particu- 
larly true for the year ending June 30, 1899, and of the building indus- 
try in which, according to the data of Part I, there was an increase in 
earnings as well as of employment. No attempt is made to compute 
average wages or earnings, either for the combined or separate indus- 
tries, and only the total wages paid during the year and the number 
of employees June 30 are given. The following table from page 1167 
of the report shows the number of employees in the 3553 establishments 
for which complete returns were obtained for the period 1896-1899. 


NUMBER OF EMPLOYEES. 





Increase over preceding year 








On June 30 Aggregate Per cent. 





1896 - - - - - 299,957 ser 
1897 . : 204,376 47 
1898 - - - 326,090 7 .14 
1899 - - - - 356,278 30,188 .24 





* According to the United States Census of 1890 the average number of employees 
in the manufacturing industries of New York state was 850,084, while, as shown by this 
report, the total number of trade unionists in all industries, September 3, 1899, was 
209,020. 
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On page 1169 we find the following table with the accompanying 
remark : 

The following statistics do not demonstrate an increase in average earn- 
ings, but simply of increased business activity and in the amount of money 
distributed as wages among the employees of the state: 


TOTAL AMOUNT PAID IN WAGES DURING THE YEAR ENDING JUNE 30. 








y A Increase (-+-) or decrease (—) over 
ear egregate preceding year 





1896 - - - - - | $141,184,845 

1897 - - - - 138,577,878 — 2,606,967 
1898 - - - - - 151,279,010 + 12,701,132 
1899 - - - - 162,645,649 + 11,366,639 





If we divide the total wages by the number of employees, there 
appears a decrease in every year except 1898, a decrease for the entire 
period from $470 to $453. Following the same method with similar 
data for 190 establishments in the building industry, we discover from 
1898 to 1899 a decrease in earnings per employee from $641.54 to 
$573.25. A period (the four quarters ending June 30, 1899) in which, 
according to the data of Part I, which we have previously presented, 
there was an increase in the average earnings of trade unionists from 
$699.01 to $716.97. These establishments are supposedly mostly, if 
not entirely, located in the principal cities; and are establishments in 
which trade unionists are chiefly employed. 

It is, of course, possible that the number of employees, June 30, 
may not be at both periods an equally fair divisor, but it is the only 
number reported, which suggests the remark that it is to be regretted 
that the labor bureau of our leading industrial state should have 
neglected to obtain more complete and accurate information regarding 
the economic condition of its wage-earners. 

No less remarkable seems the conclusion drawn from the inadee 
quate data obtained from a comparatively few establishments of record- 
breaking industrial activity. That “the number of establishments 
reporting is very small compared with the number given in the United 
States census,” is admitted ; but it is claimed that ‘‘the Bureau’s returns 
cover between one third and one half of the manufacturing industry of 
the state,” and it says that “the explanation is the concentration of 
capital and labor in large establishments.” Showing that less than 10 
per cent. of the establishments considered in the report employed 
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nearly 50 per cent. of the wage-earners, it draws the conclusion “ that 
to show the ups and downs of trade, it is a legitimate method to leave 
out of account 60,000 odd small establishments and confine attention to 
a comparatively few large enterprises.” While such method may be 
proper enough for some purposes, in order to discover the average 
earnings, wages, or working time — which the report does not attempt 
to do—it hardly seems legitimate to exhibit the percentage of increase 
in the amount of wages paid in a few rapidly-growing establishments 
as indicating the general increase in business activity and improvement 
in trade conditions. On page 1170 the report presents a table showing 
the number of employees and total amount of wages paid from 1890 to 
1899 in 66 of the larger establishments principally in the iron and 
steel industry. To bring out in a clearer form the striking improve- 
ment in 1899 over previous years, the wages for each year are com- 
pared with the average of the period as a base line; 1890 and 1891 
standing at 98, and 1899 at 127, as against 100, seemingly indicate an 
increase of nearly 30 per cent. But no account is taken of the amount 
of wages paid during the earlier years in the smaller establishments 
that may have been absorbed by the larger ones or driven out of 
business. Thus we have a plausible demonstration of the truth of 
the statement in the preface that “the amount paid in wages in 
1899 surpassed the prosperous year 1892.” 

Such statistics can have only a qualified value to economic students. 
It is to be regretted that such good opportunities as this bureau has 
for statistical research should be vitiated by slipshod methods, and 
that scientific work should be hampered by political considerations. 


HM. bs Bee. 


THE CENSUS OF PORTO RICO.’ 

THE Report on the Census of Porto Rico, which has just appeared 
under the auspices of the war department, is practically identical in 
plan with the Report on the Census of Cuba, reviewed in the last issue 
of this JoURNAL. ‘The preliminary field-work in both cases was done 


by native enumerators and supervisors working under the direction of 


an experienced official of the American census office, but the tables 
were compiled and the explanatory text was written in Washington. 
* Report on the Census of Porto Rico, 1899. J. P. Sanger, director; Henry Gannett, 


Walter F. Willcox, statistical experts. Washington, Ig00. 





NOTES 


Mr. Henry Gannett and Professor W. F. Willcox were associated with 
General Sanger in the preparation of both reports, and as they naturally 
followed the same methods in dealing with the Porto Rican as with 
the Cuban returns it is unnecessary to add anything regarding the con- 
scientious thoroughness of their analysis to what has already been said 
in these pages. Some of their results, however, merit attention. 

Porto Rico differs from Cuba most strikingly in the density of her 


population. She has nearly a million people (953,243) living in an 


area only about three times the size of Long Island (3606 square 
miles). That is, there are, on an average, 264 inhabitants for every 
square mile of territory. This is a density more than seven times that 
of Cuba, and — what may surprise Americans more — three times that 
of Illinois in 1890. The people are distributed very evenly over the 
different parts of the island and there are no great agglomerations of 
population in cities. San Juan, the most considerable town, has only 
32,048 souls, and the total urban population is but 8.7 per cent. of the 
whole. The corresponding figures for the United States and Cuba are 
29.2 and 32.3 per cent. respectively.’ 

Almost as striking as the density of the population is its youthful- 
ness. The median age in Porto Rico is only 18.1 years; that is, half 
of the population is younger and half is older than this. In Cuba the 
median age is 20.7, and in the United States 21.9 years. Of course 
this indicates a short average duration of life, which the report 
attributes to “unsanitary conditions, ignorance regarding care for 
the health, and poverty, all of which are widely prevalent among cer- 
tain classes” (p. 49). There is clearly a high birth rate, for in no 
American state is the number of children under ten so great in pro- 
portion to the whole population ; but there must also be a correspond- 
ingly high death rate, for the population is not growing at a rapid 
rate. The increase for the decade ending 1899 was 16 per cent., 
while the population of the United States increased 21 per cent. 
between 1890 and 1Igoo. 

Race conditions in Porto Rico seem, if one may judge from the sta- 
tistics, to be analagous to those of our southern states— 38.2 per cent. of 
the population are colored. This is rather more than in Cuba, where the 
colored form 33.1 per cent., but less than in any of the coast states, from 
Virginia to Louisiana—except North Carolina. In South Carolina, 


* In this and the subsequent comparisons the data for the United States refer to 
1590 except when otherwise stated. 
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for example, the persons of negro descent constitute almost 60 per 
cent. of the population, and in certain West Indian islands, for instance 
Jamaica, the proportion rises well above go per cent. It must be said 
also that the whites seem to be gaining ground upon the colored; 
eighty years ago they made but four ninths of the population as com- 
pared with three fifths at present. Perhaps the best explanation of 
this is to be found in the age statistics of the two races. The median 
age of the colored is half a year less than that of the whites. Appar- 
ently the colored people succumb to filth, ignorance, and poverty 
even sooner than their Caucassian neighbors. 

The statistics of conjugal condition present the anomaly noticed in 
those of Cuba. A large number of people are living together although 
they are not legally man and wife. Indeed, the number of these 
irregular unions is more than half as great as that of regular marriages. 
Of course these consensual connections are much more numerous 
among the colored than among the whites; of the former 12.0 per 
cent. are married and 11.8 per cent. are living together by mutual con- 
sent. But even if both forms of union are counted the proportion of 
persons in the marriage relation is very smali—only 25.4 per cent. of 
the population as compared with 35.7 per cent. in the United States. 

In respect of education Porto Rico seems to be even more back- 
ward than is Cuba. Only 8 per cent. of the children of school age are 
attending school, and of persons over nine years of age less than a 
quarter are able to read. In Cuba the illiterates were 57 per cent. of 
the population over nine; in Porto Rico they are 77 per cent. Here 
again, of course, the colored make the worse showing; but the report 
on schools shows how entirely inadequate is the educational system for 
meeting the needs even of the whites. 

The statistics of occupations are of interest mainly as showing how 
entirely Porto Rico is dependent on agriculture. Over three fifths of 
the bread-winners are engaged in extractive industries and less than 
one twelfth in mechanical pursuits or in trade and transportation. Chil- 
dren are set to work at an earlier age than in the United States; but 
women undertake remunerative occupations much less frequently. 
Female workers seem to find fewer openings outside of those furnished 
by domestic service of various kinds. 

Because of its predominance agriculture was the only industry 
made the subject of a special investigation.. Though the scope of 
inquiry was not wide it sufficed to develop some very interesting 
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results; 21 per cent. of the entire island was found to be under culti- 
vation. This is a much larger proportion than in Cuba, where only 
3 per cent. is cultivated. Even in the United States the land is less 
fully utilized, for according to the census of 1890 only 16 per cent. of 
the total area is cultivated. 

Most of the farms are small; the average size does not exceed forty- 
five acres as against 137 acres in the United States and 142 in Cuba. 
The great majority of these little farms are owned by their occupants, 
for only 6 per cent. are rented. Coffee is much the most important 
crop, as 41 per cent. of the cultivated area is devoted to it. Sugar cane 
and bananas are next in importance; the one occupies 15 and the 
other 14 per cent. of the cultivated area. It will perhaps surprise the 
smoking public, which has heard so much recently of Porto Rican 
cigars, to learn that tobacco is but little grown in the island. Accord- 
ing to the report it occupies less than a fortieth of the area given over 
to coffee. 

WesLey C. MITCHELL. 
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Capital und Capitalzins. Von EUGEN von Boum-Bawerk, K. K. 
Oesterreichischer Finanz- Minister, Honorarprofessor an 
der Universitat Wien. Zweite, vielfach vermehrte und ver- 
besserte Auflage. Erste Abtheilung: Geschichte und Knitik 
der Capitalstheorien. Innsbruck: Wagner’sche Universitats- 
buchhandlung, 1900. 8vo, pp. xxv+ 702. 

Ir is over sixteen years since the first edition of this work was pub- 
lished, and nearly eleven since the English translation appeared. The 
great activity in economic and social studies which has marked the 
intervening period has been due in large measure to the rapid 
industrial changes that have been in progress; but if one book is 
to be named more than any other as influencing and stimulating 
to the abstracter studies, as furthering the philosophic analysis of 
economic questions during this period, it is this book to which the 
honor must be given. Its importance lay not so much in the conclu- 
sions it reached, for it was almost entirely historical and critical, as in 
its method of acute analysis, its example of tireless research and schol- 
arship, and its awakening of thought. Even the remarkable second 
and companion volume, Zhe Positive Theory of Capita?, does not sur- 
pass it in these regards. The later volume, though much more widely 
read and discussed, and arousing a keener interest in the student, owes 
to the earlier critical volume much of the air of authority and scholar- 
ship which are its strength and its charm. 

In the case of a work that is so well known it is unnecessary to 
dwell on the parts that remain unchanged. Interest will center around 
the alterations and additions. ‘The author says of these in the new 
preface: ‘The changes are not important. They are limited to a few 
improvements in the composition and the correction of a few errors 
that had been overlooked. On the other hand I have had occasion to 
make copious additions, increasing by more than a third the size of 
the book.” On every essential question the author’s views remain 
unchanged. ‘The additions count up 192 pages, of which 23 are in the 
new preface, 54 are in the added section on John Rae, 25 are in the 
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discussion of Marx’s third volume and the controversy connected with 
it, and go are in the new concluding chapter entitled “Contemporary 
Literature on Interest.””’ Some clew to the activity of economic dis- 


cussion in the various countries may be found in the Autoren-Register. 
There are 88 names that did not appear in the first edition, distributed 
by nationalities as follows: Germans, 25; Americans, 16; Italians, 


14; English, 12; Austrians, 4; Norwegians, 4; Swedes, 3; Dutch, 3; 
Danes, 2; Swiss, 2; French, 2; Russian, «. Grouping these by lan- 
guages it is seen that 35 per cent. write in German, 32 per cent. in 
English, 16 per cent. in Italian, to per cent. in Scandinavian, 3.5 per 
cent. in Dutch, 2 percent. in French, and t per cent. in Russian. But 
this alone is not a fair test of the relative attention given to them by 
Boehm-Bawerk. Many of the authors are merely mentioned, or are 
cited in a footnote, as is the case with all but those writing in English 
or German. As to the text additions it is not easy to determine what 
justly should be credited to each group. Rae is spoken of by the 
author as a Canadian, but John Stuart Mill refers to him as “a Scotch- 
man settled in the United States,” his book was published in Boston in 
1834, and its recent prominence is due to Mr. Mixter’s essay in the 
Quarterly Journal of Economics on “A forerunner of Boehm-Bawerk.” 
It would seem that America might claim him. Macvane receives a 
page, Walker two, and Carver nine, a total of 66 pages to America. 
The English writer singled out for attention is Marshall, to whom in 
preface and text 29 pages are given. The German writers receive 67 
pages, nearly half turning immediately about the belated volume of 
Marx, and much of the rest connected with the old discussion of sur- 
plus value. Omitting thirty other pages, not assignable to special 
writers or countries, it appears that 42 per cent. of the additions are 
devoted to German writers and 58 per cent. to writers of English, of 
which America has 41 per cent. and England 17 per cent. This is 
a showing that may well justify a little harmless pride if it represents 
at all fairly the relative activity of economic studies in the different 
lands. The exceptional length of the section given to Rae, a forgotten 
author of earlier date, it may well be said, invalidates any such claim 
for America; but, on the other hand, it may be said that the German 
additions are in large measure given to Marx’s posthumous book, that 
there is a strong tendency for an author ty exaggerate the importance 
of the writers in his own language, and finally that the most important 
of American contributions, probably the most important of all recent 
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contributions, to the interest problem, those of Fisher and Clark, not 
to mention several others, are barely referred to. It is hard to recon- 
cile oneself that so much energy has been wasted in refuting trite eclecti- 
cism, when original and farreaching contributions by these Americans 
are all but passed in silence. 

Amends may be made for this, however, in the revision of Zhe 

ositive Theory of Capital, which is promised at an early date. This 
will be looked forward to with interest none the less keen because of 
the difficulties in which the author is sure to find himself. The move- 
ment of economic thought is rapidly leaving behind it the concept 
of capital with which Boehm-Bawerk works. It is not to be expected 
that the able author will change his point of view, but to the task of 
meeting objections and eluding the charges of inconsistency he will 
bring that remarkable acuteness and ability which he has shown him- 
self in these volumes to possess. 
FRANK A. FETTER. 
STANFORD UNIVERSITY. 


Der wirthschaftliche Werth vom Standpunkt der geschichtlichen For- 
schung. Versuch einer Morphologie des wirthschaftlichen Werthes. 
By ANTON von KostaneEck!. Berlin: Puttkammer & Mihl- 


brecht, 1900. 8vo, pp. xii+213. 

“THE present investigation,” says the author in his preface, “ pro- 
ceeds from the observation that economic history, despite all its 
advances, has so far always come to a halt before the problem of value 
as the exclusive property of dogmatic economic theory. The inten- 
tion is to demonstrate that even this corner of the field is practicable 
ground for economic history ; to show that there is a science of value 
in the historical sense of the word.” 

Such a program as this is well calculated to arouse a lively interest 
in the minds of all those who have had any dealings with the vexed 
problem of value. Many of our eminent theorists have pointed out 
that the process of determining values does not present the same fea- 
tures at all times and under all conditions. Before treating the prob- 
lems of the complex present they have often reverted to the conditions 
of a simpler past where the elements of the situation seemed easier to 
distinguish. Adam Smith, for example, begins his exposition by 
referring to “that early and rude state of society which precedes both 
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the accumulation of stock and the appropriation of land,” and then 
shows how the changes in economic organization have altered the 
aspect of affairs. 

If such methods of treating the subject are rather less in vogue 
today than they were among Smith’s immediate disciples, it is not 
because latter-day theorists are less alive to the fact that their problem 
is affected by historical conditions, but because anthropological 
investigation has disturbed their faith in the adequacy of the con- 
jectural versions of the past which their predecessors constructed so 


lightly. In default of more acceptable modern versions they have 


sometimes been driven to dispense with the help which a knowledge 
of the course of development might have yielded them. But prob- 
ably few services would be more welcome to those whom the author 
would call “dogmatic economists” than a competent study of the 
effect of different forms of industrial organization upon the valuations 
of mankind. For instance, it would be most helpful to be shown how 
matters looked to the eyes of a man whose habits of thought had 
been shaped by the manorial system. 

It is not, however, in such fashion that von Kostanecki proposes 
to help the theorist in cultivating the field of value. His book seems 
to be little more than an elaborate study of the development of what 
may be called immaterial values, 7. ¢., of the idea of value attached to 
legal titles as opposed to the simpler idea of value attached to com- 
modities actually in possession. In his view our modern “ securities” 
have an imposing pedigree—they can trace their ancestry back in 
unbroken line to the tally sticks used in distributing the strips of land 
in the manorial fields among the members of the village community. 

All this is highly instructive, but still it can hardly pass for a treat- 
ment of the problem of value from the historical point of view. 
Indeed, the book seems rather to be a study in the development of the 
idea of property than a study of the process of valuation under differ- 
ent conditions. The railway share and the tally stick are simply means 
of establishing the claim of certain persons to the disposal over prop- 
erty that cannot be held in actual possession. But the demonstration 
that the one is the lineal descendant of the other does not go far to 
reconstruct the traditional conceptions of earlier conditions which 
we have come to distrust without knowing just how to replace 
them. 

WesLey C. MITCHELL. 





290 JOURNAL OF POLITICAL ECONOMY 


Die volkswirtschaftlichen Anschauungen David Hume's. Ein 
Beitrag sur Geschichte der Volkswirtschaftslehre. Von Dr. 
Puit. Max KLemMe. Jena: Gustav Fisher, 1900. 8vo, 
pp. 100. 

Most historians of political economy have assigned to David 
Hume a respectable place in the development of economic thought, 
but few of them have done more than to outline in broad and general 
terms his views on a few topics and to describe his relation to his pred- 
ecessors and his successors. Economists who have desired a more inti- 
mate acquaintance with the man have contented themselves as a rule with 
reading a few of his more famous essays found in the collection entitled 
Political Discourses. Itis safe to say that very few have taken the trouble 
to read all of the essays which treat of economic topics, and fewer still 
have attempted to collect and systematize his ideas with a view of 
revealing thereby his economic philosophy, in case he possessed one. 
In the monograph under review Dr. Klemme makes this attempt, and 
has succeeded in presenting in a convenient and well arranged form 
Hume’s views on political economy, and in making clearer than a less 
complete and exhaustive treatment possibly could his true position in 
the development of economic thought. 

The monograph opens with a brief account of Hume’s life and 
works, and continues with chapters on his economic views and his 
views on public finance. The first chapter is subdivided into twelve 
sections, which treat respectively of the relations of the state to popu- 


lation, the development of a nation’s economy, wealth and produc- 


tivity, agriculture, manufactures, trade, the ethico-social significance of 


progress, luxury, value, metallic money, capital and interest, the 
balance of trade, credit and banks, population. The second chapter is 
devoted to the subjects of taxation and public debts. This classifica- 
tion, it will be observed, does not follow the treatment of Hume him- 
self. Dr. Klemme, very properly, considered it best to arrange the 
subject-matter according to a system which would reveal more clearly 
than Hume’s own treatment the relation between his various ideas and 
their bearing upon the main departments of economic inquiry. 

The most striking fact which this monographic treatment of Hume’s 
views brings out, is the transitional character of his work. It is very 
evident that he deserves to be regarded as the chief of Adam Smith’s 
immediate predecessors. More than any other writer, he represented 
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the transition in thought between the mercantilists and Adam Smith. 
This strikes one forcibly in reading Dr. Klemme’s monograph. Some 
slight traces of the older views are perceptible here and there, notably 
in his advocacy of protection for the linen industry and in his notions 
in regard to the value of money; but in the main Hume had emanci- 
pated himself completely from the mercantilistic point of view and 
more nearly approximated Adam Smith than any of the older writers. 
In many very important respects he anticipated the author of Zhe 
Wealth of Nations. His views on the nature and importance of self- 
interest, on labor as a factor in production, on the relative importance 
of various industries, on the productivity of manufactures, commerce, 
etc., resemble very closely those of his illustrious friend and successor. 
Indeed, in some particulars, Smith’s views seem to be a mere echo of 
Hume’s. The difference between the two men, however, appears 
strikingly in the fact that with Hume these ideas did not constitute 
the central point of a system of thought, as they did with Adam Smith. 
Chey are developed very much more completely than in the writings 
of such men as Locke and Petty, but have not as yet been compietely 
incorporated into the system of thought which Adam Smith developed 
in Zhe Wealth of Nations. ‘The transitional character of Hume’s work 
also appears in the fact that his various ideas are so related that they 
reveal the beginnings of systematic thinking as distinguished from 
isolated and disconnected reflections on interesting or important prac- 
tical problems. This fact might entirely escape a casual reader of 
Hume’s essays, but it appears clearly in the systematic presentation of 
his views given us by Dr. Kiemme. 

Hume’s moderation and good sense are well brought out in this 
monograph as well as his originality and intellectual independence. 
Notwithstanding his erroneous and superficial views on the subjects of 
money and prices he showed rare insight and good sense in the pres- 


entation of many phases of these subjects, notably in his discussion 


of the relations between money and interest, the nature of credit and 
public debts, and the nature and functions of capital. His views on 
self-interest were on the whole more moderate and less open to objec- 
tions than those of Adam Smith, and his discussion of the populous- 
ness of ancient nations and of the subject of population in general 
reveal his familiarity with what we are accustomed to regard as strictly 
modern methods of historical research, and his ability to look at a sub- 


ject from many points of view. 
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Dr. Klemme’s monograph is well written, and free from errors. 
Its chief weaknesses appear at those points where one would expect a 
beginner to be weak, namely, in the comparison of Hume’s views with 
those of other writers, but even here the treatment is suggestive and 


fair-minded, though not always conclusive. 
WiLuiaAM A. Scort. 
UNIVERSITY OF WISCONSIN. 


Economics. By Frank W. Biackmar, Ph.D. Topeka, Kansas: 
Crane & Company, 1900. I2mo, pp. 526. 


IN one respect this book is certain to gratify the economist who 


takes it up for the first time: it gives evidence that economics has 


resuined a reasonably settled condition after the disturbances which 
began a quarter of a century ago. Value and distribution, the topics 
which have been most unsettled, are treated by Professor Blackmar in 
essentially the same way as by several others who have recently written 
text-books. 

“The object of this book,” as the author states in his preface, “is 
to present a complete working manual for students and instructors. 
In its preparation the writer has aimed to cover the entire field of eco- 
nomics and to present all of the elements of the science in a clear and 
concise manner ;”’ he considers it “‘ best to give the beginner a survey 
of the entire field before allowing him to enter upon special studies.”’ 
The volume is divided into five books: I. Nature and Scope of Politi- 
cal Economy. II. Production, Distribution, and Consumption. III. 
Exchange and Industry, though a better title would be Value, Money 
and Banking, and Commerce, or else merely the old title, Exchange. 
[V. Public Economics. V. Methods of Economic Investigation. 

Theory, descriptive matter, and practical applications are judi- 
ciously combined, though with somewhat less than usual of theory. 
There is obvious care to present both sides of controverted questions. 
Mathematical diagrams are used sparingly. Each chapter closes with 
a short list of references. The questions relating to money, rather 
curiously, receive scant attention: bimetallism is dismissed with less 
than half a page, while nearly five pages are given to irrigation, and 
eleven pages to profit-sharing. 

In two respects the author departs from,the order of topics which 
finds most favor at the present time. Instead of placing consumption 
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near the beginning —since human wants are the starting point of all 
industrial activity— he keeps nearer the old order and puts it after 
production and distribution. Then distribution is treated before any 
attention has been given to value, necessitating the anticipation of 
much that is treated better in a subsequent chapter. The reasons for 
these variations are not evident, and the result does not justify them. 

The author did his best work in the early part of the volume. Book 
I and the chapters on production in Book II are read with a growing 
adiniration of the author’s breadth of information, conservative attitude, 
and transparent language. He appears to the least advantage in Book 
[V. Here his aim of covering the whole field is accomplished only in 


hop-skip-and-jump fashion. The two chapters on public finance give 


an imperfect idea of that science, and one not particularly attractive. 
Obscure language and incautious statements creep in: had the sugar 
bounty continued, ‘‘the United States would soon have had sufficient 
sugar manufactories to supply its own needs ;’’ monopoly is “‘ un-Amer- 
ican ;” “the most prominent indirect tax of today is the so-called pro- 
tective tariff ;’"’ England desires us to raise corn and cotton and “let 
These defects are of the kind that would 
arise from hurried work, and are therefore the more to be regretted. 


” 


her do the manufacturing. 


Book V gives directions for making investigations at first hand. 
After the general directions, nine examples are given in outline form 
of the way investigations should be carried on. Each covers two or 
three pages, and some of them are accompanied by bibliographies. 
The practical value of this book might be great. 

Professor Blackmar’s Economics covers the whole field of economic 
knowledge more completely than any other text-book. Because of this 
fact its suitability as a class-room manual will be variously judged. For 
secondary schools so broad an outlook is not desired ; immature stu- 
dents cannot take it in understandingly; at any rate the time usually 
allotted to this subject in such a school would permit a class to cover 
with proper care only a small portion of this book. In a college 
where only a single course of twelve or twenty weeks is given in eco- 
nomics, it might still be more profitable to confine the study to nar- 
rower limits, with more intensive work than would probably be the case 
if this book were used. For a university course which is introductory 
to a number of advanced courses in economics, this book would seem 
particularly well adapted. 

F. R. CLow. 


OSHKOSH, WISCONSIN. 
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The Early History of Banking in Towa. By Frep D. Merritt, 
Iowa City: The University Press, 1900. 8vo, pp. viii+ 
150. 

DuRING the years since 18go, there has been a rapid increase in 
the volume of literature relating to money and banking. But great as 
has been this growth, the general character of the literature produced 
has by no means advanced fart passu with its quantity. As regards 
banking in particular, the quality of the discussion has been disap- 
pointing. It would seem that much the same stages in the evolution 
of investigations on banking must be passed through, as were char- 
acteristic of general+historical writing. Looking back over the past 
of historical discussion, it is seen that it was long before historians 
were able to divert their thought from the unimportant and trivial 
details of mere drum-and-trumpet history to the more momentous 
and permanently influential factors of national life. So, in studying 
banking, we have been passing through a similar phase. Most bank- 
ing monographs have concerned themselves — until recently at least — 
with faded tatters of worn out and empty debates over some forgotten 
and unimportant bank act passed at a distant date in some unknown 
region, perhaps, of Massachusetts or Alabama or Arkansas. Not until 
a very short time ago, was it sought by a few writers to study banking 
analytically and to use material relating to its history in such a way as 
to shed light upon points of theory and upon problems of the present. 
So far has the development of the earlier type of literature gone, and 
so familiar has it become, that the student of banking takes up a new 
monograph with the ever-present dread that the new work may be 
modeled on the older lines and that its perusal may give rise to the 
agony of monotony that is keener in its anguish than the stab of pain. 

The period covered in this early history of banking in Iowa extends 
from 1836 to 1846, with short sketches of the political and economic condi- 
tions from 1846 to the constitutional convention of 1857. It includes the 
history of the Miner’s Bank of Dubuque, the only chartered bank, and the 
discussion of banks in the constitutional conventions of 1844 and 1846. 

Thus clearly writes Mr. Merritt concerning his own book. He should 
have added that the monograph contains a minute and careful account 
of all the legislative buncombe and journalistic rubbish with which the 
State of Iowa was cursed from 1836 to 1857. Yet he seems to have 


understood the scope of his work for he remarks: ‘The material for 


this monograph is very intractable, in many cases, for it bristles with 
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details which defy all attempts at condensation without consequent 


” 


loss of clearness.” Why not omit them altogether ? 

Taken in its outline, however, as a chapter in banking history, the 
experience of Iowa is interesting. Mr. Merritt reviews the familiar 
currency conditions subsequent to the attack on the second bank of 
the United States, and shows how the organization of the Miner’s 
Bank was effected at Dubuque in 1836 with a charter similar to those 
so freely granted in other states during the ten years previous. Hardly 
had it been put upon its feet, when it was caught in the general crash 
of 1837 and in the odium which attached to all financial institutions 
as a consequence of the reactionary state of public opinion. It was 
able, nevertheless, to outlive two investigations by the legislative 
assembly, which revealed some doubtful operations, and to continue 
its existence as before. A third investigation occurred in 1838, super- 
induced by local prejudice, and revealed a state of things less favor- 
able than previously. Less than 20 per cent. of outstandiny notes 
were backed by coin. More than one fifth of the discounts had been 
made in favor of officers and directors. Deposits were very limited. 
Notwithstanding this showing, the bank was not disturbed. During 
the early part of 1841, specie payments were suspended by the Miner’s 
Bank. Various efforts to charter other banks had previously been 
made and more or less opposition to the institution had now and then 
appeared. In view of these circumstances, the fourth legislative 
assembly, during the session 1841-2, undertook a much more elabo- 
rate investigation into the affairs of the institution, but, like its prede- 
cessors, this enquiry resulted in nothing. Shortly after its conclusion, 
the bank resumed specie payments (April 19, 1844), and from that 
date on, the institution constantly met its obligations in coin. The 
opposition to the prevailing system of banking, however, bore fruit in 
the Constitution of 1844, which contained various provisions against 
banks. Not much later, a charter for a stock-bank was requested by 
sundry citzens, and it was decided to repeal the charter of the Miner’s 
Bank. A bill to that effect was passed, and, in 1849, the affairs of the 
institution were closed. The constitutional convention of 1857 made 
provision for a state bank with branches and for a general free bank- 
ing law. No banks were organized under the latter, but in 1850 a 
state bank was established. 

Mr. Merritt gives no connected statistics and but few bank state- 
ments, and it is this omission which deprives his monograph of much 
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of the value it might possess. Beyond the bare knowledge that the 


Miner’s Bank was a bank of the usual type with but very few deposits, 
a relatively large volume of notes and, often, little specie, hardly any- 
thing can be said of its nature or influence. 

The style of the monograph is bad in many places and is always 
clumsy. One or two examples will suffice. On page 17, Mr. Merritt 
remarks; “This newspaper war was followed up by flooding the legis- 
lature with affidavits and statements both for and against the financial 
condition of the bank.” And again (p. 57) “Kirkpatrick of Jackson 
followed with a written speech filled to repletion with party politics, and 
blows at the democracy of those that were supporting the bank at this 
time.” 

Despite its faulty conception and execution, the monograph seems 
to be painstaking and accurate. 

H. PARKER WILLIS. 


Clearing Houses: Their History, Methods, and Administration. - By 
James G. Cannon. New York: D. Appleton & Co., I1go0. 
8vo, pp. xiv + 383. 

Mr. CANNON, who has a high reputation in the banking community, 
has rendered a service to students of finance by bringing together an 
account of the leading American clearing houses. There is no other 
work covering precisely this field, and the publication is likely to be 
useful to practical financiers by enabling them to adopt in each city 
where a clearing house is in operation or may be formed the best of 
the methods already in use. Mr. Cannon has gone to the original 
sources for information regarding the clearing houses of the United 
States, and presents many interesting facts regarding their manage- 
ment. The foundations of the clearing system, the manner in which 
it is carried on, different methods of dealing with checks, different 
methods of paying balances, and the issue of clearing-house loan cer- 
tificates on occasions when they were needed, are all set forth with the 
touch of a practical financier. 

The diversity in methods of settling clearing-house balances between 
the banks is one of the interesting subjects which Mr. Cannon discusses. 
There are no less than five methods of settlement which he sets forth, 
and still greater variety is introduced by the combination of two or 
more methods at different clearing houses. The five methods which 
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Mr. Cannon treats as distinctive are settlement (1) by manager’s check 
on debtor banks given to creditor banks; (2) by borrowing and loan- 
ing balances without interest ; (3) by borrowing and loaning balances 
with interest ; (4) by the use of one or more of three forms of certifi- 


cates—namely, gold depository certificates, United States assistant 
treasurer’s certificates, and clearing-house loan certificates; and (5) by 
draft on another city. As Mr. Cannon points out, many of the docu- 
ments transferred in these methods of settlement are themselves 
cleared, so that the transfer of cash is reduced to a minimum so long 
as balances tend upon the average to offset each other. Mr. Cannon 
finds that about 17 per cent. of the clearing houses of the United 
States settle their balances entirely on a cash basis. In Canada all 
the clearing houses except at Hamilton settle in government legal- 
tender notes. 

An account is given of the Canadian clearing houses, and it is 
pointed out that the function of the clearing house there is much more 
restricted than in the United States, because the clearing houses have 
not been called upon to aid the banks in times of pressure. The 
reason is thus explained : 

It has been left to the Canadian Bankers’ Association to do whatever is 
possible in securing proper legislation for the banks. The necessity for the 
issue of clearing-house loan certificates in the United States, as shown in 
another chapter, has been due, in the main, to the lack of elasticity in our 
currency, and since the bank-note issue in Canada obviates this weakness 
there has been no occasion for the issue of such certificates. 

In discussing possible developments of the clearing-house system, 
it is suggested that the clearing houses are gradually becoming a 
welding force that will ultimately bring to the banking business of the 
country the centralization which it so greatly needs. As rates for money 
decline, under the pressure of world-wide competition, the author 
maintains that losses from bad debts must be brought to a minimum 
and a central agency employed for distributing information regarding 
commercial paper. It is suggested that the clearing houses might 
employ special examiners to satisfy themselves of the soundness of 
banks claiming admission to the clearing circle. Several measures of 
currency reform, which would diminish needless exchanges at sub- 
treasuries and economize banking operations, might also be carried 
out if proper provision were made for clearing-house vaults. 

Mr. Cannon gives an account of the London and Japanese clearing 
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houses, but does not discuss the Scotch system nor the systems of con- 
tinental Europe. It might have been well to point out, without going 
into an elaborate history of continental clearings, that the large central 
banks of France, Germany, Belgium, and some other countries do a 
larger business which is practically of a clearing character than some 
of the clearing houses, which are of comparatively recent creation. 
The Bank of France, for instance, in so far as it carries the accounts of 
the business community, settles upon its own books a great mass of 
transactions between tradesmen all over France. 

Mr. Cannon’s book is well printed and is illustrated with numerous 
plates of checks, certificates, statements, and banking memoranda, 
which supplement and make clear the discussions in the text. 


C. A. CONANT. 


The Postal Deficit. By H. T. Newcoms. Washington: Wm. 
Ballantyne & Sons, 1900. 12mo, pp. 158. 

Mucu of the valuable matter contained in the testimony recently 
submitted to Congress by the Joint Congressional Commission on 
Postal Affairs is compressed into this little volume. The commission 
during the three years of its very active existence obtained a vast 
amount of information concerning the recurring deficits of the Post- 
Office Department. As would be expected the wheat gathered was 
mixed with a great deal of chaff. To all but patient students with ample 
time the valuable matter collected might be lost but for the diligent 
winnowing of Professor Newcomb. 

As might be inferred from what has been said no new light has here 
been shed upon the subjects investigated by the commission. It is fair 
to add that this is acknowledged by the author. In referring to his 
chief source of information, he says, ‘The commission has collected 
and published an exceedingly valuabie mass of testimony. This 


testimony and the data collected by the agents especially employed to 


investigate different phases of the question submitted to the commis- 


sion contain material for a most accurate and complete description of 
postal activities and methods. This information has been liberally 
drawn upon in the preparation of the present work” (pp. 91-92). 
That Mr. Newcomb has not cited more fully and definitely is cause 
for regret. A work of compilation loses much of its value through 
omissions of this character. As there are no page references to the 
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testimony of the commission, and no references at all to some of the 
other sources drawn upon, the investigator will not obtain much assist- 
ance from Zhe Postal Dejicitt should he wish to pursue his inquiries 
beyond the contents of this meager volume. 

Writing as he does after most of the field has been thoroughly gone 
over, it is disappointing to find Mr. Newcomb accepting unquestioned 
some statements which should at once be challenged by the trained 
statistician and economist. For lack of space, only one or two of these 
can be introduced. Over and over again it has been stated that if the 
postal service were not given to remote and sparsely settled portions 
of the country, there would be no deficit in the Post-Office Department. 
In other words, the operations of the department are extremely profit- 
able in the large cities and on the heavy railway mail routes. As evi- 
dence of this, the enormous postal receipts in the large cities and the 
low rate per ton per mile on the heavy postal routes are cited. Says 
Mr. Newcomb, “The citizens of New York, whose mail traffic is 


immensely profitable, have never protested because the revenues to which 


they contribute so generously are diverted to the support of the 


extremely costly services that are rendered in Alaska and in the pan- 
handle of ‘Texas. The average cost of sending each letter of the letters 
composing the first lot of mail sent to Circle City, Alaska, is reported 
as $450, in return for which the Post-office received only the price of a 
two-cent stamp, the same amount that carries a letter from the Battery 
to Harlem, in New York City (pp. 9-10). And on a later page he says, 
“If it is proper, as is admitted without perceptible objection, to tax 
heavily the mail of 90 per cent. of the population in order that the 
facilities supplied to the remainder shall be greatly in excess of their 
ability or willingness to pay, there would appear to be little harm in 
imposing a small general tax in order to offset a slight difference 
between receipts and expenditures” (p. 11) in the Post-Office Depart- 
ment. 

There are here at least two fundamental misconceptions. These 
will be pointed out only in a rough way. Postal taxes, if this term 
may be used, are not really paid by the persons who purchase stamps 
any more than tariff duties are really paid by the importers. In either 
case the money, nine times out of ten, is merely advanced. The pub- 
lishers and jobbers of the large cities expect to recoup themselves. 
The consumer pays the tax just as he generally does in the case of the 
duty on imported goods. If it were not for the people who live 
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outside of the thickly inhabited portion of the country the mail in the 
centers of population would amount to but a small fraction of its present 
volume. 

Equally significant is Mr. Newcomb’s second misconception. In both 
the quotations given above the idea is conveyed that a sharp geographical 
division of the country and people is possible. In the first quota- 
tion he says, “The citizens of New York . . . . have never protested 


because the revenues to which they contribute so generously are diverted 


to the support of the extremely costly services that are rendered in 
Alaska and in the pan-handle of Texas.” The people of New York 
have as much need of communication with those of the remote por- 
tions of the country as the latter have with the former. Neither com- 
munity can live by itself. The very example selected by the author 
disproves his contention. He says, “The cost of sending each of the 
letters composing the first lot of mail sent to Circle City, Alaska, is 
reported as $450.” The proposition that the business of the Post- 
Office Department could be done at less cost were all the people settled 
on a limited amount of territory is one that probably no one would 
question. 
GEORGE G. TUNELL. 


Le Coton. Par Henr1 Lecomre. Paris: Carré et C. Naud, Igoo. 
8vo, pp. vill + 494. 

THE reader of M. Lecomte’s work scarcely knows whether to be 
more impressed by the modesty of the writer, or by the generous action 
of French Academies when he notes the author’s statement in the pref- 
ace that, owing to the confessedly incomplete character of the work, 
he would not have dared to give it to the public had it not won the 
hearty approval of Z’ Academie des Sciences Morales et Politiques, by 
which august body the work was crowned. To be serious, however, 
M. Lecomte’s book seems well deserving of the praise accorded to it. 
Without being exhaustive, it appears to be well prepared and covers in 
a brief but satisfactory manner the whole field of the cotton industry, 
treating of the culture of the plant in all the countries of the world 
where it is carried on, and of its manufacture in all the principal 
countries of Europe, Asia, and America. 

Although the author devotes more space ‘to describing the culture 
of cotton in the United States than to that of any other country, the 
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several short chapters given over to this subject do not suffice to more 
than mention the best known facts and any discussion of the economic 
aspects of the situation is impossible. He does, however, notice in a 
page or two the influence of the credit system upon the culture of cot- 
ton and mentions the fact that the culture of this staple is being 
gradually abandoned by the negroes. His statement that cotton cul- 
ture in the United States is now everywhere conducted according to 
scientific principles and that there is always an attempt made to 
restore the fertility of the soil by the use of chemical fertilizers is cer- 
tainly far from correct. In some parts of the country there are still 
employed practically the same methods of clearing and cultivating the 
land that were in vogue during colonial times, and the use of fertilizers 
of any kind is unknown. 

M. Lecomte reproaches American packers with having mixed cot- 
ton from Alabama, Texas, and Tennessee with the genuine grade 
known as Louisiana and which commands a higher price. This prac- 
tice, he says, is very detrimental to the cotton industry as in the hands 
of the spinner these mixed cottons prove to be inferior to the genuine 
Louisiana. 

The treatment of the cotton culture in other countries is very brief, 
only the most general facts being given. An exception must be made 
of Egypt which is dealt with at some length, because this country is 
often cited as an example of what France may hope to accomplish in 
her African possessions. Climate and means of irrigation, our author 
thinks, have given Egypt unusual advantages for cotton culture, 
though, owing to the limitations imposed by the necessity of irrigation, 
the 1,250,000 acres cultivated in 1894-5 represent about the maximum 
surface that can be utilized. The author reviews the attempts made by 
the French government to stimulate cotton culture in Algeria by means 
of premiums and other inducements and shows that when these aids 
were withdrawn the culture ceased. He does not believe that either 
the climate, the character of the inhabitants, or the cost of labor favors 
the culture of cotton in Algeria and that new attempts to raise cotton 
there would be doomed to failure. He is of the opinion, however, that 
upper Senegal and the Soudan offer the possibility of a cotton culture 
as successful as that carried on by the Russians in Turkestan. 

Far more promising appears the outlook in the French colony of 
India-China. At present the modes of cultivation in this province are 
sO primitive that the results attained have been small. But the growing 
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importance of the Japanese manufacture offers an important market 
and the condition of soil and the quality of the cotton produced 
give our author reason for believing that the exploitation of cotton cul- 
ture in India-China is worth the serious attention of French capitalists. 

The most notable feature in the recent history of the cotton cul- 
ture and trade of India is the decline in the exportations to England 
and the European continent and the rapid increase in shipments to 
Japan. In 188g9~—go, of the Indian exportations from Bombay, England 
received 23.7 per cent., the Continent 71.7 per cent., China and Japan, 
2.5 percent. In 1897-8, England’s share had fallen to 9.4 per cent., 
that of the Continent to 49.4 per cent., while Japan and China now 
received 45.2 percent. ‘The exportations from Bombay to Japan alone 
were 354,000 bales as compared with 53,000 bales in 1890-1. 

M. Lecomte seems very anxious that more strenuous efforts 
be made to cultivate cotton in the French Asiatic and African colo- 
nies. This would serve not only as an important source of supply 
for the French cotton industry, but it might aid in the growth of a 
French merchant marine. The crisis in which French merchant ship- 
ping finds itself, our author thinks, is due in great part to the fact that 
the French colonies do not produce enough raw material for French 
industries, while the foreign countries ship their products to France in 
their own bottoms. 

In the amount of cotton consumed and yarn and goods produced 
the French cotton manufacture is surpassed by that of England, the 
United States, and even, at times, by that of Russia. But it is none the 
less a fortunate thing that M. Lecomte has devoted about half of the 
space which he accords to the cotton manufacture to that of his own 
country. The history of the English and of the German cotton industry 
has been well presented by other writers, but of the French industry 
we know but little. The French cotton industry was established almost 
as early as that of England, but the progress of invention in England 
was more rapid, while the legal and commercial restrictions placed on 
the French industry, especially the high tariffs on raw cotton, have 
caused a slower development in France than has taken place across the 
channel. In recent times France has also suffered by the loss of her 
great cotton manufacturing districts to Germany. The French cotton 


industry of today is to be found in three principal regions, Normandy, 
the north of France, and the Vosges Mountains. ‘There are no satis- 
factory statistics giving the number of spindles and looms in France, 
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but the number of spindles is known to exceed three million. After 
the Franco-Prussian war, which resulted in the loss of Alsace, a number 
of Alsatian spinners left their old homes to take up their residence on 
this side of the Vosges. Since that time the French industry has 
grown at a rapid rate, and has been but little retarded by French customs 
legislation. 

Although the amount of cotton manufactured in France is less than 
one fifth that of England, M. Lecomte thinks that, when the loss of 
Alsace is allowed for, the growth of the French industry since 1860 has 
been much greater than that of the English manufacture. The reasons 
for this growth are somewhat difficult to discover. M. Lecomte draws a 
lengthy comparison between the costs of establishment and operation 
in the spinning industries of England and those of France with the 
results as follows: 

England France 

Cost of first establishment per spindle - 28.00 fr. 

Cost of fuel per spindle - . 0.43 

Cost of labor per spindle - , 72 


Other costs per spindle - - - - 21 

In addition to these advantages the English spinners enjoy the 
benefits of cheaper materials and cheaper transportation. The Conti- 
nental spinners have been obliged to work longer hours to overcome 
these disadvantages. M. Lecomte believes, however, that the disad- 
vantages of the French industry are in the main due nof to national 
causes, but to the restrictive policy followed in France. Protected 
against foreign competition by high tariffs, French manufacturers have 


not kept abreast of the times. The high costs in French establishments 


are due in large part to the fact that the manufacturers are still using 
old machinery and antiquated methods. 

Cotton spinning in the most recent years, our author points out, 
tends to become located in the new countries, where the labor is less 
irksome than in Europe, and he gives expression to the opinion that 
this branch of the cotton manufacture has reached its maximum impor- 
tance in both England and France. 

Cotton weaving in France seems to have made considerable progress 
within recent years, and the exportation of cotton goods has also made 
some advance. The chief outside market for French cotton is Algiers. 
The other colonies do not seem to have patronized the mother country 
to any great extent. M. Lecomte urges the French manufacturers to 
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endeavor to secure to themselves the trade of the new colonies, espe- 
cially those of Africa, before the English and Germans get their own 
cottons introduced to such an extent that a change in the commercial 
habits of the people of the colonies will be difficult. 
M. B. HAMMOND. 
UNIVERSITY OF ILLINOIS. 


The End of Villainage in England. By Tuomas WALKER Pace. 
(Published by the Macmillian Company for the American 
Economic Association), New York, 1900. 8vo, pp. 99. 

IN this interesting and instructive contribution to English economic 
history any discussion of its merits will largely be concerned with the 
author’s main argument: that the Black Death was the chief agency in 
putting an end to villainage in England (pp. 48-65, with accompany- 
ing tables). The Black Death having figured so often and so prom- 
inently as an economic factor, it might be of interest to see how 
far in this case at least, this much honored theory holds good. Mr. 
Page points out, that by the tremendous loss of life, labor became very 
dear, money as it were became relatively cheap ; and as an inducement 
to the surviving villains to stay, or to new villains to supplant them 
the lords offered commutation of predial service into a fixed money 
rent. To some students of this question, however, the crux of the 
change in the status of the villain lies in the fact that the villain had 
an Opportunity to go away and stay away, not primarily in the condi- 
tions caused by the effects of the Black Death. The plague settled 
matters so to speak, but the causes for its succeeding in settling them 
lay elsewhere. Of course, Mr. Page has had to do with accounts from 
the large estates, records (which by the way are not at everybody’s 
disposal); what they say, they say, and whatever is not in them, one has 
no right to look for. They clearly say that labor became exceedingly 
scarce after the plague and one is bound to pay attention to this. But 
provided that the reports of which Mr. Page speaks concern the year 

348-9 and not a number of years, such as one should suppose, it 
appears very strange indeed, that during so short a term, one year, 

‘‘meadows should relapse into their former condition of swamp and 

fen,” etc. (p. 50). For such a condition years are needed, to say 

the least, repeated and prolonged disasters, not one only. The 
suggestion may be permitted that the disheartened writer of accounts 
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must have penned his words under the cloud of general dread and 
misgiving for the future rather than pictured the true state of the 
domain. For the moral effect of the plague must have been far greater 
than the physical. The scarcity of laborers appears a fact not to be 
disputed ; but on the other side, whatever the plague or plagues did 
towards thinning out the rural population, one cannot escape the 
thought that it had suffered losses by migration beforehand. The 
movement of changing domicile and occupation, which is always going 
on more or less perceptibly even within the supposed stable agricul- 
tural classes, must have effected changes invisible to us at this distance 
of time. The surplus gradually shifting off into the towns, to the coast 
or to the wars (and these three were all factors of importance in the 
economic life of the thirteenth and fourteenth centuries), must have 
told on the never thickly populated rural districts. In such cases else- 
where than in England the current of social and economic unrest by 
degrees effected other more stable layers, the farms became depopulated 
and “wilderness” came to reign where meadows were before. In 
England, let us say, the plague increased or helped to emphasize this 
mainly because there was 


”? 


“neglect written large in the landscape 
then so little hope of having younger members of a household step 
into the duties of the older, since a// had either decamped or died. 


The migration of serfs and free towards the northeast of Germany 


from Saxony and adjacent parts during the twelfth and thirteenth cen- 
turies is a proof of the existence of causes for depopulation besides that 
of the Black Death or disasters in general. And our own mortgage- 
ridden New England farmer of today can, with certain allowances, 
serve as a modern instance. 

That the Black Death did much towards changing conditions of 
free and unfree, especially in countries where the gaps in population 
could not easily be filled, because no layer ready and eager to fill the 
space left open—this, I think, is also beyond dispute. The study 
of plagues, as far as our scanty material allows, will show this. But 
the same study will also show that no sudden calamity of such a nature 
can effect a permanent change of importance, like the change from 
villainage to copyhold, if previous causes have not prepared for this 
change. It could hardly be shown, for example, that a great fire had 
depopulated a city unless there had been also previous causes at work 
(cf. the fire in London in 1666). The villain deserting his holding — 
where shall he flee unless there be a place waiting for him and 
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possessing such marked contrast to his former life that the enticement is 
great enough to persuade the slow worker of fields to break the custom- 
ary bonds? ‘Trade, industry, and warfare have always acted as a 
powerful stimulus upon the slumbering migratory instincts of the 
country population, and the thirteenth and fourteenth centuries are 
the times, when this stimulus exercised its most potent influence and 
the chances were the best for the lower classes gravitating into freedom 


and fortune. 
A. M. WERGELAND. 


Der Arbeiterschutz bet Vergebung offentlicher Arbeiten und Lieferun- 
gen. (Bericht des k. k. arbeitsstatistischen Amtes itiber die 


auf diesem Gebiete in den europaischen und iiberseeischen 


Industriestaaten unternommenen Versuche und _ bestehen- 
den Vorschriften.) Wien: Kaiserlich-kénigliche Hof- und 


Staatsdruckerei, 1900. 8vo, pp. x+ 163. 

WITHIN a score of years an essentially new agency for the protec- 
tion of workmen against possible hardship at the hands of their 
employers has come into usein many parts of Europe and America. The 
control over industry which the state exercises as a sovereign authority 
has come to be supplemented by its power as a consumer, for, like 
other consumers (like the ‘Consumers’ League,” for instance), the 
state or municipality may prescribe conditions as to the labor by which 
its wants are supplied—letting contracts for printing, army supplies, 
building, etc., only to persons willing to grant to their workmen advan- 
tages stipulated in the contracts. 

This power has been employed for purposes ranging widely from 
the care of the laborers’ health to the regulation of their wages or 
hours of daily service. Its rightfulness as to many of these purposes 
is generally conceded, even where the doctrine of free contract between 
laborers and employers has been held most strongly. Dispute centers 
now chiefly about the regulation of wages and hours of labor, and in 
a large part of the European world the question as to these points has 
not merely been raised, but answered; and it has become an estab- 
lished principle that in letting contracts the public authority is to be 
employed frankly as an instrument for influencing wages to the advan- 
tage of the wage-earner. Employers have frequently favored the inser- 
tion of a wages-minimum in government contracts as a restraint upon 
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excessive competition. The distinction of first doing this seems to 
belong to the city of Brussels. In 1855 it appeared that wages there 
had scarcely varied since 1804, in spite of the rise of prices following 
the gold discoveries. The authorities of the city, therefore (at the 
advice of the building contractors), inserted in all building contracts 
a clause fixing a minimum rate of wages. In other countries it has 
more recently become a frequent rule of such contracts that wages 
must be as high as those prevailing in the given place and trade. 
Efforts to secure legislation fixing wages according to some ideal 
standard not necessarily corresponding to the prevailing rate have 
succeeded only in certain of the English colonies and in America. 
The demand that work be done directly by the public authority, with- 
out the intervention of contractors, has also been complied with in cer- 
tain cases, while in France and Italy, but more generally in New 
Zealand, contracts have been let directly to co-operative associations 
of workmen. 

The Austrian Bureau of Labor Statistics has undertaken, for the 
guidance of its own government, an inquiry regarding this sort of pro- 
tection to laborers in various countries. The volume, as here offered, 
contains much useful information, though it shows the defects usual in 
such compilations. Thus it would be of interest to know how far the 
legislation which it describes (in the United States, for instance) is 
enforced, and how far it serves only the purpose of satisfying impor- 
tunate voters. 

A. P. WINSTON. 


La protection ouvricre au Japon, projet de loi et enquéte person- 


elle. Par Kasniro Saito, Commissaire-adjoint du Japon a 


l’exposition universelle de 1900, Chargé du service du Min- 
istére de l’Agriculture et du Commerce. Paris: Larose et 
Forcel, 1900. 8vo, pp. 189. 

Tus little book will be of interest especially to students of labor 
conditions and of economic legislation. The modest purpose of the 
author, which was well carried out under some difficulties while he was 
acting as commissioner at the Paris Exposition, was to explain and 
comment upon the law for the protection of labor in Japan, which 
went into effect July 1, in the thirty-second year of Meiji (this appears 
to be 1899). In 1897 he made a personal inquiry into labor conditions, 
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visiting every province of the country as a member of a commission 
appointed for that purpose; and he then assisted in drafting a bill 
which, because of parliamentary changes, did not come to a vote. 
In the light of this preparation, he takes up one by one the articles of 
the present law, and explains simply the various courses open and the 
practical reasons in the situation for and against each of them. Incident- 
ally he thus gives interesting glimpses of the industrial and social con- 
ditions of the country. Matters falling outside the strict letter of the 
law, but affecting labor, are also explained, such as the prevailing form 
of contract between employers and workmen, the shop rules of repre- 
sentative factories, beneficial institutions, etc. A number of statistical 
tables are included. The author shows a most friendly interest in the 
welfare of the workers, and is a strong believer in this form of legisla- 
tion. He looks upon this book merely as a preparatory work, and 
promises to complete it when he returns to Japan. Students of labor 
conditions and of his interesting country will doubtless be glad to see 


that promise fulfilled. 
F. A. F. 


STANFORD UNIVERSITY. 


The Early History of English Poor Relief. By E. M. Leonarp. 
Cambridge (at the University Press) and New York: The 
Macmillan Company, 1900. 8vo, pp. xviii+ 397. 

A History of the English Poor Law, Vol. Ill (from 1834 to the 
Present Time). Being a supplementary volume to A Hits- 
tory of the English Poor Law, by SiR GEORGE NICHOLLS, K.C.B., 
Poor Law Commissioner and Secretary of the Poor Law 
Board. By Tuomas Mackay. New York: G. P. Putnam’s 
Sons, 1899. 8vo, pp. xv+617. 

THE appearance of these two books dealing with the English poor 
law within less than two years of the republication of Sir George 
Nicholls’s monumental history, is notable. It is a substantial proof of 
widespread interest in this important social problem, for it records 
the faith of the cold publisher in the marketableness of volumes on a 
subject that has been deemed doleful and prosaic. Indeed, the books 
will be welcomed by many students of social problems. 

The periods dealt with by the two booksare widely sundered, the 
one volume dealing with the beginnings of poor law history, and the 
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other giving us the latest aspects of the long development. But these 
two periods are the ones most significant to the student, the questions 
“‘ How did a social institution arise?” and ‘“‘ What is its value and 
tendency today ?”’ arousing the deepest interest. The book on the 
earlier history covers the 130 years from 1514 to 1644, these exact 
limits, though somewhat arbitrarily selected, embracing the epoch of the 
beginnings. Three periods are distinguished, 1514-1569, 1569-1597, 
and 1597-1644, and under each of these divisions are described the 


measures of poor relief in the towns and the development of local 


administration, the discussions and statutes of parliament, and the 
influence of the Privy Council in furthering various projects of public 
relief. A contrast is drawn at the last between the early poor law his- 
tory of France and Scotland on the one hand, and that of England on 
the other, and the political and social importance of the English sys- 
tem of relief is appraised in a most friendly spirit. 

The work is excellent in the general outline adopted, in the clear 
and logical subdivisions of the chapters, and moreover, is a model of 
bookmaking in the typographical arrangement of chapter outlines, 
marginal paragraph titles, and in the exhaustive alphabetical index. 
The author has made a bountiful use of documentary authorities found 
in the municipal and state archives, and in the British Museum. The 
liberal and apparently well selected extracts in the appendix will 
delight the well-trained student. If there be any adverse criticism it 
will be found in the almost too painstaking character of the compila- 
tion of immediate authorities. Though essentially scholarly the nar- 
rative lacks the sweep and confidence of maturer_ scholarship. 
Following with watchful eyes the record of council orders and statutes, 
it fails to give enough of that setting of larger contemporary social 
and political life to put the history of this one social institution into 
vital relations with the life of the nation. Yet the work is of unusual 
merit, the student of general history and of economic history being 
sure to find here welcome additions to his knowledge of many phases 


of the period. 


[he other book covers the latest period, the sixty-four years from 
1834 to 1898. Though asupplementary volume to the larger work of 
Nicholls, the new edition of which was reviewed in the JOURNAL OF 
PoLiticAL Economy in December 1898, p. 130, it overlaps somewhat 
that work which had been brought down by its author to the year 1853. 
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This is not to be regretted, for the later portion of Nicholls’s work was 
not well organized, and Mr. Mackay has undoubtedly done wisely to 
give a connected account of the great poor law reform of 1834 and its 
results. ‘The expressed object “ is to set out the economic rather than 
the legal history of the subject.” In part first are described the condi- 


tions leading to the reform, the preparation and passage of the bill, the 
effect an the pauper population, and the attitude of the public toward 
the reform. ‘Then comes a break in the chronological narrative, a num- 
ber of somewhat disconnected subjects such as settlement, vagrancy, relief 
measures in the cotton famine, being treated in part two. In part three 
the history is continued, mainly from 1865, the period from 1847 to 
the possibility 


” 


1865 receiving slight attention. ‘ Dispauperization, 
of the entire abolition of the poor laws, is discussed at length in the 
last one hundred pages. Wide knowledge, strong convictions, vigor- 
ous thought, clearness of literary expression, mark the work through- 
out. As the fullest, ablest, and most connected account of the latest 
stages of development of this important subject it will be welcomed to 
every library where social history has its alcove. 

Yet it may be permitted to express disappointment, after all, with 
the results of the author’s difficult undertaking. These fall short of 
expectations and possibilities. Surely, further study might have hit 
upon a better general outline. The break in the continuity of the 
narrative adds much to the difficulties of the reader. The chapters in 
many cases seem to be almost planless groupings of materials. The 
confessed intention to avoid statistics in such a subject is hard to 
excuse. There is a lack of vividness in the presentation of the actual 
conditions, as for instance, the mode of life in, and the management 
of, the poorhouses ; this makes it impossible for the average reader to 
get anything like a true picture of the concrete thing under discus- 
sion. Moreover, the method of treatment is frequently polemical 
rather than historical, “ the object of these pages,” as he says (p. 530), 
being “to establish” a certain “theory of pauperism.” The essential 
soundness of the social philosophy does not justify the reiteration of 
it from the first to the last chapter of this “history.” It gives to a 
work of many merits more of a pamphleteering than of a scholarly 
flavor. 

The two books under review invite to comparisons, but only one 
will be made. The attitude of the one author is that of admiration 
for the poor law. He (or perhaps it is she, how is an American reader 
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to know ?) gets a favorable view in tracing the origin of all the early 
measures to the urgent need of reducing the suffering or allaying the 
discontent of the people. He believes it has continued to render the 
“ struggle for existence less brutal to the whole of the laboring class,” 
that it has reduced crime, and has made for political stability. The 
other author, studying the operation of the institution in the present, 
in a period of increasing wages and of growing intelligence, and view- 
ing it through the preconceptions of his social philosophy, sees in it a 
baneful survival of outlived communal conditions. From an induc- 
tive study of its origin one has reached a favorable judgment; starting 
with a deductive conclusion and seeking facts to verify it, the other 
strongly condemns. The judicial reader may be able to harmonize 
in a measure, and justify both points of view, and at all events will 
find food for thought in a fuller comparison of these latest contribu- 
tions to the history of an institution, the deeper social significance of 
which, we are beginning to see, has not yet been fathomed. 
F. A. F. 


STANFORD UNIVERSITY. 


Compte rendu officiel du quatriéme congrés de L’ Alliance Co-opérative 


Internationale. Londres: Alliance Co-opérative Interna- 
tionale, 1900; 8vo, pp. 203. 

Tue International Co-operative Alliance, organized in 1886, held 
its fourth meeting during July 1g00, at Paris. There were present 
voting representatives of a hundred societies, federations, and unions, 
from a dozen different countries. It may be noted that there were 
representatives from East India and Tunis, and that there were none 
from the United States. 

The first day was largely given up to reports upon the condition of 
co-operation in the different countries. The information given is for 
the most part fresh, but is very generally lacking in completeness. It 
is to be regretted that this was not made the occasion for presenting 
with some fullness not only the progress made since the Delft meeting 
in 1897, but also the present conditions as to membership and operations. 
The one fact in every report made clear, is the substantial gains recently 
made in all countries. There is little divergence from characteristic 
national development to be noted. M. Gide points out, however, the 
recent rapid growth of consumers’ societies in France, and attributes 
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it to the rise in prices, which has in turn been due to the influence of 
the protective system and to the multiplication of small merchants. 
The same writer points out also the arrest of the growth of profit 
sharing, which has been a characteristic French movement. His 
explanation for this, rather tentatively advanced, lies in the prevailing 
prosperity. Profit-sharing develops more rapidly in the seasons of the 
“lean kine” than in those of the fat. 

The remaining three days of the congress were filled with addresses 
and discussions on a wide range of subjects, as the different forms of 
co-operative production, profit-sharing, the utility of the “ wholesale,” 
co-operative education, the fraternal side of co-operation, etc. The 
two most important addresses were, one upon the means of developing 
the work of the alliance, by Henry W. Wolff, and one upon the promo- 
tion of commercial intercourse between co-operators in different coun- 
tries, by Lorenzo Ponti, of Rome. 

In the opinion of Mr. Wolff the alliance had not yet begun to do 
its real work. Nothing had been done directly to promote productive 
co-operation ; nothing to encourage the sharing of profits with work- 
men employed in co-operative production ; nothing to encourage inter- 
national commercial relations, or to spread the gospel of co-operation 

the special duty of the organization. He asked that more power be 
placed in the hands of the central committee of the alliance, which has 
its headquarters in London, and to this end the statutes were ordered 
changed. 

Growing out of Ponti’s address was a resolution for establishing in 


’ 


those countries where there is no “wholesale,” “permanent exposi- 
tions” as a means of advertising, by samples and otherwise, the products 
of widely scattered co-operative societies. These it is hoped will serve 
the double purpose of encouraging closer relations between different 
classes of societies within the country, and of promoting commercial 
intercourse between co-operators in different countries. 

rhe Alliance upholds the high ideals so strongly impressed upon 
the English societies by Hughes, Holyoake, Neale, and others, that 


co-operation has something more for its end than the satisfaction of 


material needs. The propagandist spirit has for its object the com- 
bating of vices of all sorts, the <acouragement of moral and intel- 
lectual instruction to the end that “the earth may be rendered more 
favorable for the development of the co-operative régime.” This 
was the theme of M. de Boyve, of Nimes, and the sentiment found 
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frequent expression during the congress. With such a spirit prevalent, 
with tangible, constructive work to do, and with so natural a chan- 
nel as trade to operate through, it seems not unlikely that this most 
important working-class movement yet inaugurated may prove the 
means of establishing, though in a way not anticipated, the “ Inter- 
national,” of which European workingmen of the generation just 
passing once dreamed. ‘There is evidence, too, that the successors 
of those who formed the old “International” are coming to recog- 
nize in co-operation a means to their end. In Belgium, where 
the working class has shown, perhaps, a greater solidarity than 
elsewhere, the movement has been gaining ground most rapidly and 
now embraces one twelfth of the total population of the country. 
In one arrondissement 43 per cent. of the population are found in a 
“socialist co-operative.’’ ‘We have shown,” said M. Zéo, that if we 
are socialists we are also co-operators.” In France, also, M. Gide 
reports that the socialists who formerly disdained co-operation as 
bourgeotse have recently, with the exception of the Guesdists and the 
Marxists, who still remain irreconcilable, thrown themselves into the 


movement with vigor. 


G. O. VIRTUE. 


Newest England. Notes of a Democratic Traveler in New Zealand, 
with some Australian Comparisons. By HENRY DEMAREST 
Lioyp. New York: Doubleday, Page & Co., Ig00. 8vo, 
pp. 387. 

Ir must not be assumed from the subtitle and the half-tone illustra- 
tions that Mr. Lloyd has written a book of travels recording merely 
the impresssons of a sight-seer. He went to New Zealand with a serious 
purpose—‘“ to see what had been done for a higher social life, by the 
methods of politics, in the country in which those methods have been 
given the best trial.’ In pursuance of this intention he has evidently 
made a study of yearbooks and departmental reports, and even dipped 
into the files of parliamentary debates and extracted some of the 
choicest nuggets. The advantage of an investigation made on the 
ground shows itself in a vividness of portrayal and a wealth of illustra- 
tion which, added to the author’s naturally effective style, his fondness 
for contrast and parallel, and the inherent attractiveness of his sub- 


ject, make the resulting volume decidedly readable. 
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There is nothing more distinctively characteristic of New Zealand 
than its land policy. The islands were in a fair way to become the 
property of a few land monopolists, until the government realized the 
danger of the situation and applied drastic remedies. A progressive 
tax was imposed upon land, and improvements were exempted, at 
first only to the amount of $15,000, but later to any amount; and it 
was no secret that the progressive rates were intended to check monop- 
oly. But the redistribution of land by this means, even with a 20 per 
cent. increase for absentee landlords, was not rapid enough to suit the 
New Zealanders, and the power of eminent domain was invoked to 
hasten the process. Large estates are purchased (it is usually unnecessary 
to resort to condemnation), divided up into farms of moderate size, and 
leased to settlers for 999 years, at 5 per cent. on the purchase price. 
An original settler on the public domain may also take a “ lease in per- 


” 


petuity” instead of a freehold, and in his case the rental is only 4 
per cent. of the valuation. Among men whose capital is limited, the 
leasehold is naturally a popular tenure. Some portions of the Cheviot 
estate, purchased under the land tax law because the owners were will- 
ing to sell it below the assessed valuation, were at first offered in fee 
simple for cash, but they remained undisposed of until they were 
offered as leaseholds. Even men absolutely without. money may 
acquire land in New Zealand. ‘The unemployed are set to work under 
co-operative contracts on roads and railways, in districts where there is 
plenty of land, and encouraged to take up land and divide their time 
between working for the government and for themselves until their 
farms are ready to support them. ‘Roads are made to open lands, 
and lands are opened to create a demand for roads.” The government 
will trust a man for his railroad fare and subsistence while on his way 
to the work it thus provides, and after he is settled on the land he can 
borrow from the government the money needed to keep his farm going. 
If a group of settlers needs a creamery or a sugar mill, the government 
will again come to their aid with cash and expert advice, and the prod- 
uct of the creamery may be sent to the government warehouse for 
grading and export. In short, the government does whatever can be 
done to give every citizen a fair start and increase his chances of suc- 
cess ; and for those who still fail to make a decent living there are old 


age pensions at sixty-five. Some would call this Paternalism; Mr. 


Lloyd calls it Fraternalism. 
The extensions of governmental functions in New Zealand and 





BOOK REVIEWS 315 


Australia do not seem to be due to any general acceptance of socialistic 
doctrines. Mr. Lloyd explains them as “ the natural recourse of a new 
people coming into existence in the midst of the modern complex 
’” New Zealand may be said to have been almost 
forced into some of its most striking experiments. The government 
went into the life insurance business because private capital would not 
undertake it; and Mr. Lloyd regards the high average of life insurance 
as an indication that the extension of government functions has not 
weakened the self-reliance of the people, but has had the opposite effect. 
Private railroads were attempted, but failed, and were taken over by 
the government, at first with the intention of leasing them. Now the 


industrial system. 


people are so thoroughly converted to public ownership and manage- 
ment, that they have even abolished the non-political commission which 
the Australian colonies consider a prudent expedient for keeping the 
railways out of politics. Public ownership does not seem to have led to 
the construction of needless lines, for Wellington and Auckland are 
not yet connected. They are frequent reductions of rates, some of 
which have unexpectedly resulted in increased revenues. 

It seems probable that Henry George has had a greater influence 
than Karl Marx upon New Zealand legislation. ‘The short-lived origi- 
nai land law of 1878, as Mr. Lloyd points out, was imposed before 
the appearance of Progress and Poverty; but the progress toward land 
monopoly continued at a rate which insured a respectful hearing for any 
suggested remedy. The statesmen of New Zealand seem therefore to 
take Mr. George’s writings seriously, although they decline to become 
his disciples to the extent of advocating confiscation. 

It is difficult, of course, for a stay-at-home American reviewer to judge 
of the fidelity and accuracy of a book on such a ¢/erra incognita as New 
Zealand and Australia. Another man than Mr. Lloyd would perhaps 
have approached the subject in a more critical, if not a more judicial, 
temper. Yet, while Mr. Lloyd is enthusiastic in his admiration for 
New Zealand institutions, a careful reader will be rather less apt to get 
the impression that the millennium has arrived there from his book than 
from that of Mr. Lusk of New Zealand.’ Mr. Lloyd is critical enough 
to say in his first chapter, ‘There is not one of the new institutions on 


trial to deal with land, labor, taxation, finance and government industry 

which is not lame somewhere.” ‘The most he claims for New Zealand’s 

government in general is that it is the “least bad” to be found on 
* Our Foes at Home, New York, 1899. 





316 JOURNAL OF POLITICAL ECONOMY 


earth ; yet the impression he leaves in most cases concerning particular 
institutions is that they must be positively good. The flaws he points 
out are such as may be found in other countries even more than in New 
Zealand, such as customs duties, and landlordism. The chief fault 
he finds with New Zealand is that its radical legislation does not go 
far enough, but he believes it is likely to go farther before it stops. 
In recording these radical measures and tendencies, Mr. Lloyd has 
found a particularly congenial task; and while he has therefore over- 
emphasized New Zealand in comparison with Australia, it is not too 
much to say that he has come nearer than anyone else thus far to giv- 
ing an adequate account of Australasian public economy, unencum- 


bered with historical and political details. 
Max WEsT. 


Forward Movements of the Last Half Century. A glance at the more 
marked Philanthropic, Missionary, and Spiritual Movements char- 
acteristic of our ime. By ArtruuR T. Pierson. New York 
and London: Funk & Wagnalls Company, 1900. 12mo, 
pp. xi+ 428. 

Dr. PIERSON has written an interesting book under a misleading 
title. There is room for a history of the philanthropic movements of 
the last half century —using the much-abused word “ philanthropic” 
in its widest and least offensive sense—an amplification, perhaps, of 
Mr. Woods’ “ English Social Movements ;”’ for this period furnishes a 
vast amount of uncollected material for the student of social thera- 
peutics. Whoever assumes from the subtitle that Dr. Pierson has filled 
this gap will be disappointed. It is difficult to surmise what meaning 


” 


the author gives to the word “philanthropic ;” he seems to have 
avoided nearly all the movements to which that term is ordinarily 
applied. One of his earlier chapters is devoted to the Oxford move- 
ment, but there is no hint of its wider influence upon social ameli- 
oration. Later, some account is given of the origin of the Salvation 
Army, but General Booth’s “way out” is wholly ignored, and the 
social work of the army in America is relegated to a footnote. A 
comparatively full account is given of the work of Dr. Thomas Chal- 


mers, including the system of parish visiting which he inaugurated, and 
a few lines are devoted to a typical moderninstitutional church. Brief 


but enthusiastic mention is made of the social work of the Young 
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Women’s Christian Association, but that of the Young Men’s Christian 
Association is passed over in silence. In short, the book is devoted 
almost wholly to missionary and other distinctively religious move- 
ments; but besides describing medical missions abroad and rescue 
missions at home, it contains an account of the work of Florence 
Nightingale and of the Red Cross. This is as far as the author him- 
self gets away from strictly evangelistic effort ; but he prints a some- 
what extended account of the George Junior Republic from the pen of 
Mr. Delavan L. Pierson, and quotes a description of a Scotch orphan 
colony. 

Dr. Pierson condemns extravagance both in individuals and in 
churches, citing as a terrible example the case of a church which spends 
three thousand dollars a year on the choir and one hundred and fifty 
dollars a year on foreign missions. He estimates the contributions of 
Protestant church members at ;@yy of their wealth, and recommends 
that the principle of progressive taxation be applied to their giving. 

M. W. 


The United States in the Orient: The Nature of the Economic Prob- 
lem. By Cuarvtes A. Conanr. Boston: Houghton, Mifflin 
& Co., 1900. 8vo, pp. x + 237. 

Tus book is a compilation of seven magazine articles published 
between September 1898 and August 1900. As a whole it seems 
intended by the author to furnish an economic basis for the expansion 
policy of the United States. Like most compilations the book lacks 
in logical continuity. Searching through the various chapters, how- 
ever, one finds that it is in the main a discussion of two definite topics : 
(1) Surplus capital, its industrial effects and the possible disposition 
of it; and (2) the industrial equipment necessary to secure efficiency 
in an industrial struggle for empire. 

The first of these topics is most important in this connection. 
Briefly epitomized Mr. Conant’s argument is as follows: In advanced 
industrial nations, including the United States, savings have outrun 
the field for profitable investment. The proof of this assertion is 
found in the enormous increase of securities, the fall in the rate 
of interest, and the eagerness of capitalists to embark their savings 
in doubtful enterprises. This over-supply of capital, through the 
low rate of interest it induces, causes great suffering to those who 














318 JOURNAL OF POLITICAL ECONOMY 


are dependent on the income from saving and leads to increased 
government expenditures and paternalistic enterprises. Furthermore 
this capitalistic glut by inducing unwise speculation, duplication of 
the means of production and overproduction of consumption goods, is 
the underlying cause of those profound industrial disturbances which are 
periodically characteristic of modern industrial society. It is then of 
the utmost importance to obtain relief from oversavings or surplus 
capital. Three important solutions of the problem are possible » (1) 
the socialistic solution, (2) the creation of new demands at home, and 
(3) the equipment and development of backward countries. The 
first of these solutions, Mr. Conant believes, will not soon be accepted. 
The second is inadequate, since the advanced countries are practically 
fully equipped with machinery of production, and the means for meet- 
ing new demands have been taken out of current savings within the 
last few years without producing any marked effect upon their amount. 
The third solution is, then, the only practicable one. Therefore, if 
we are to avoid “the needless duplication of means of production and 
communication, with the glut of unconsumed products, the convul- 
sions followed by trade stagnation, and the steady declining return 
upon investments,” nay, “if the entire fabric of the present economic 


” 


order is not to be shaken by a social revolution” an outlet for surplus 
savings must be found in the development of those countries which 
have not yet felt the pulse of modern progress. Thus “the inexorable 
progress of economic tendencies has made expansion the inevitable 
policy of states which would survive in the future.” 

No adequate criticism of the economic position thus outlined is 
possible within the limits of this review. A few important points only 
can be noted in passing. If it be true that the field for enterprise be 
exhausted so that future investments of accumulated savings and labor 
will produce no adequate social income, then all must agree that such 


an outlet for surplus savings as Mr. Conant contemplates would be 


beneficial. But it is easy to show that so far as the United States is 
concerned the field for profitable investment is not exhausted. More- 
over, the mere fall in the rate of interest does not necessarily indicate 
a tendency toward exhaustion of the field for investment. - Before 
such a conclusion can be drawn it must be shown that this fall is not 
due to increased security, increased wages, and above all to increased 
returns to business management. The statement that savings have out- 
run the field for profitable investment evidently then means merely that 
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share of social income going to capitalists is not considered by them 
adequate. The demand, then, for new fields for investment of capital 
outside the United States is virtually a demand that the legitimate com- 
petition between capitalists be lessened or that interest be raised at the 
expense of profits and wages, ultimately at the expense of wages alone. 
In this connection it is a significant fact that Mr. Conant discusses 
this topic throughout from the standpoint of the capitalist, the inter- 
ests of labor being relegated to the preface. It must be admitted, of 
course, that the low interest rate works hardship to some who are 
dependent on accumulated savings for their income, but since this 
low rate puts a premium upon activity and since it also allows active 
men to enter upon productive undertakings before impossible, it is 
hardly an evil upon which expansionist demands can well be founded. 
More important is Mr. Conant’s charge that surplus capital is the 
underlying cause of crises and industrial depression. If this charge 
were true, it might be well to purchase relief by aiding capitalists at 
the expense of laborers and entrepreneurs. But such a charge must 
be supported by much more proof than is brought forward by Mr. 
Conant before it can be accepted. Not only must the phenomena of 
industrial crises and depressions be clearly explained on the basis of 
surplus capital, but it must be shown that no other cause or set of causes 


equally well explains these industrial disturbances. Here it may be 


well to note that wild speculation, duplication of means of production, 
and overproduction of consumption goods—the main causes accord- 
ing to Mr. Conant of crises and depressions — occur chiefly in times of 
prosperity when capital is relatively scarce. But if we were to grant 
Mr. Conant’s argument to this point, it would still be debatable 
whether the remedy which he offers is either necessary or adequate. 
His demand for a remedy rests on the postulate that oversaving will 
not be corrected by low rates of interest, but if we still believe that 
there is a connection between the rate of interest and the extent of 
savings, we must deny the need for a remedy and must also look upon 
Mr. Conant’s as a measure tending to aggravate the evil of which he 
complains. The effectiveness of his remedy consists in its ability to 
raise the rate of interest, but will not this increase in the rate of interest 
tend still more to diminish consumption and increase savings ? 

The second topic of Mr. Conant’s book, a consideration of the 
industrial equipment necessary to insure effectiveness in a struggle for 
empire, need not detain us. It is sufficient to say that it is based upon 
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an assumption, drawn partly from the discussion of the first topic and 
partly from an assumed knowledge of manifest destiny, that an impe- 
rialistic struggle between the advanced nations is inevitable. In this 
discussson Mr. Conant compares the efficiency of the democratic 
organization with the autocratic Russian organization and shows 
wherein we might profit by Russian adaptations. 

As a whole Mr. Conant’s work is a very popular presentation of a 


very important subject, and though it lacks in logical continuity and 


there is two little attempt at proof of important assertions, it is still 
interesting and suggestive. 
The book is attractively bound, printed in large type upon good 
paper, and is especially free from typographical errors. 
R. F. Hoxie. 
WASHINGTON UNIVERSITY. 





